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EXECUTIVE  SUMMARY 


Congress  charged  the  Health  Care  Financing  Administration  (HCFA)  with  implementing  a 
program  of  Rural  Health  Care  Transition  (RHCT)  grants.1  The  goal  of  this  program  is  to  help 
small  rural  hospitals  (those  with  fewer  than  100  staffed  acute  care  beds)  to  improve  their  financial 
stability  and  management  capacity. 

HCFA  implemented  the  RHCT  grants  program  in  September  1989  with  184  grantee 
hospitals,  additional  hospitals  received  grants  in  each  subsequent  September.  Since  the  program 
began,  1,1 14  RHCT  grants  have  been  awarded:  184  in  1989, 212  in  1990,  187  in  1991,  163  in 
1992, 178  in  1993,  129  in  1994,  and  61  in  1995.  Forty-five  percent  of  the  small  rural  hospitals 
in  the  United  States  have  received  program  grants,  and  Congress  has  authorized  $135  million  in 
grant  program  funding  during  the  past  7  years. 

The  1989, 1990, 1991,  and  1992  grantees  completed  their  grant  projects  in  September  1992, 
1993, 1994,  and  1995,  respectively.  At  this  time,  357  active  grantees  are  progressing  with  their 
projects  over  the  3-year  grant  period. 

Current  legislation  mandates  that  the  HCFA  Administrator  report  on  the  program's  progress 
to  Congress  annually.  This  document  reports  the  progress  of  the  1993  grantees  after  1 8  months, 
the  progress  of  the  1 994  grantees  after  6  months,  and  the  selection  of  the  1995  grantees.  It  also 
presents  findings  from  two  monitoring  activities.  (1)  telephone  interviews  to  obtain  information 
on  how  grantees  deal  with  managed  care,  and  (2)  a  supplemental  monitoring  form  to  determine 
the  extent  to  which  grantees  participate  in  consortia  and  networks  and  the  characteristics  of  that 
participation. 


A  LARGE  PROPORTION  OF  GRANTEES  REPORTED  THAT  MANAGED  CARE 
HAD  NEGATIVE  EFFECTS  ON  HOSPITAL  VIABILITY 

Our  telephone  discussions  with  36  grantee  administrators  revealed  that  most  grantees  had 
some  experience  with  managed  care,  and  that  the  short-term  effects  of  managed  care  contracting 
were  negative  for  a  large  proportion  of  the  grantees.  Of  the  20  grantees  that  reported  a  positive 
or  negative  effect  from  managed  care,  the  majority  (16)  reported  negative  effects.  Only  4 
grantees  reported  positive  effects;  the  remaining  16  grantees  (out  of  36)  reported  neutral  or  no 
effects. 


'Omnibus  Budget  Reconciliation  Act  of  1987:  P  L.  100-203. 
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We  interviewed  36  grantees  in  states  that  have  implemented  statewide  Medicaid  managed 
care  reforms  in  order  to  concentrate  our  sample  on  grantees  with  the  greatest  likelihood  of  having 
experience  with  managed  care  in  some  form.  The  states  included  those  with  primary  care  case 
management  (PCCM)  programs  and  those  that  contracted  with  health  maintenance  organizations 
(HMOs)  or  other  managed  care  organizations  to  provide  care  to  Medicaid  recipients  and  other 
eligible  populations.  The  PCCM  programs  require  Medicaid  recipients  to  use  a  primary  care 
provider  for  all  their  medical  care,  and  to  receive  referrals  for  specialists  or  ancillary  services 
through  that  primary  care  provider.2  The  primary  care  providers  usually  receive  fee-for-service 
payment  for  the  services  they  render  plus  a  small  payment  (for  example,  $3  per  month)  for  their 
case  management  activities.  Most  of  the  states  that  contract  with  managed  care  organizations  pay 
the  organizations  a  fixed  amount  per  person  per  month  (capitation)  and  allow  the  managed  care 
organization  to  contract  with  health  care  providers  in  a  variety  of  ways.3 

All  but  2  of  the  36  grantees  participated  in  managed  care  contracts,  either  through  the 
Medicaid  statewide  initiatives,  or  through  commercial  contracts  with  HMOs.  The  grantees 
reported  that,  for  inpatient  services,  fee-for-service  contracts  were  the  most  frequently  used  type 
of  managed  care  payment  to  hospitals.  Fee-for-service  contracting  does  not  provide  strong 
incentives  to  control  excess  utilization,  however,  it  often  uses  primary  care  case  managers,  prior 
authorizations,  and  specific  providers,  and  it  often  requires  hospitals  to  discount  their  charges 
between  5  percent  and  20  percent.  Contracts  paying  hospitals  per  day  of  inpatient  use  (per  diem) 
were  the  next  most  common  type  of  managed  care  contract.  Capitation  contracts  were  more 
common  in  the  Medicaid  reform  initiatives  than  in  commercial  or  Medicare  contracts. 

Sixteen  grantees  reported  negligible  effects  from  managed  care  contracting.  All  but  one 
member  of  this  group  of  grantees  had  managed  care  populations  that  were  too  small  to  affect  the 
hospital  One  reason  for  the  small  size  of  these  populations  was  that  two  of  the  states  with 
Medicaid  managed  care  reforms  allow  Medicaid  recipients  to  enroll  voluntarily  in  the  program, 
and  many  recipients  choose  not  to  enroll.4  In  addition,  commercial  managed  care  contracts  have 
yet  to  deliver  sizeable  numbers  of  patients  to  the  grantee  hospitals.  Several  of  the  16  grantees 
reported  negotiating  small  or  no  discounts  on  hospital  charges  with  managed  care  organizations. 
Some  of  these  grantees  reported  frustration  in  negotiating  discounts  with  managed  care 
organizations  that  demanded  large  discounts  (15  to  20  percent)  without  first  comparing  the 
charges  of  the  grantee  with  the  charges  of  urban  or  suburban  hospitals.    Managed  care 


2Grantees  that  we  interviewed  were  located  in  the  following  states  that  implemented  Primary  Care 
Case  Management.  Colorado,  Michigan,  New  Mexico,  Maryland,  Arkansas,  North  Dakota,  and  West 

Virginia. 

Grantees  that  we  interviewed  were  located  in  the  following  states  that  contract  with  managed  care 
organizations:  Arizona,  Oregon,  Hawaii,  Florida,  New  Hampshire,  and  Tennessee. 

'Medicaid  recipients  may  voluntarily  enroll  in  managed  care  programs  in  Florida  and  New  Hampshire. 


xvi 


organizations  were  willing  to  negotiate  smaller  discounts  for  grantee  hospitals  than  for  more 
urban  hospitals  only  after  the  grantees  provided  evidence,  obtained  from  their  state  hospital 
association  or  from  state  insurance  department  profiles  of  hospital  charges  for  common 
diagnoses,  that  their  charges  were  lower  than  those  of  urban  hospitals.  The  recent  introduction 
of  managed  care  contracts  had  not  allowed  several  grantees  sufficient  time  to  ascertain  the  effects 
of  managed  care.  For  one  grantee,  the  ease  with  which  specialists  could  obtain  retroactive 
authorizations  from  primary  care  providers  rendered  that  aspect  of  the  PCCM  program 
ineffective. 


The  16  grantees  reporting  negative  effects  from  managed  care  contracting  reported 
reductions  in  reimbursement,  reductions  in  utilization,  and  the  imposition  of  administrative 
burden.  Managed  care  reduced  the  grantees'  revenues  because  the  payments  for  services  that  the 
managed  care  organizations  negotiated  were  lower  than  what  the  grantees  usually  received,  and 
because  no  payment  was  made  for  services  rendered  without  prior  authorization  from  the 
managed  care  organization  or  primary  care  case  manager. 

Managed  care  reduced  utilization  through  the  use  of  managed  care  protocols,  primary  care 
case  managers,  and  selective  contracting.  Protocols  often  decreased  the  length  of  stay  for 
obstetrical  deliveries  The  primary  care  case  manager  at  one  hospital  was  responsible  for 
canceling  a  scheduled  surgery  because  the  surgeon  had  not  received  prior  authorization  from  the 
primary  care  physician,  who  wanted  to  treat  the  patient  with  drugs  before  resorting  to  surgery. 
Although  not  all  grantees  considered  reductions  in  utilization  to  be  detrimental  to  hospital 
viability,  the  low  occupancy  rates  and  poor  revenues  of  grantees  make  decreases  in  utilization 
detrimental  to  grantees  in  the  short  run.  Managed  care  organizations  reduced  grantees'  inpatient 
and  outpatient  utilization  by  excluding  grantees  or  their  salaried  primary  care  providers  from 
managed  care  contracts.  One  grantee  that  had  a  managed  care  contract  experienced  a  reduction 
in  utilization  when  the  managed  care  provider  referred  local  patients  to  the  urban  hospital  with 
which  it  also  contracted. 


Managed  care  contracting  imposed  administrative  burden  on  six  grantees  by  requiring  prior 
authorizations  and  causing  severe  cash  flow  problems.  Several  grantees  complained  of  the  staff 
time  required  to  obtain  prior  authorizations  from  managed  care  providers  or  primary  care  case 
managers.  Two  grantees  experienced  severe  cash  flow  problems  because  of  insufficient  payment 
or  no  payment  for  care  rendered  while  starting  their  managed  care  contracts. 

All  four  grantees  that  reported  positive  effects  from  managed  care  participated  in  state 
demonstration  projects  that  expanded  Medicaid  eligibility  to  formerly  underinsured  or  uninsured 
populations.  These  grantees  received  reimbursement  from  the  projects  for  services  rendered  to 
patients  who  would  otherwise  have  been  uninsured  or  considered  charity  cases. 
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Grantees  prepared  for  or  responded  to  managed  care  in  several  ways.  They  often  educated 
their  staff  about  implementing  managed  care  procedures  and  screening,  especially  in  the 
emergency  room.  Another  common  response  was  the  development  of  protocols  to  guide  staff  in 
adhering  to  managed  care  requirements  and  to  ensure  that  care  was  consistent  across  all  patients 
with  a  particular  diagnosis.  Several  grantees  hired  staff  to  better  document  diagnoses  for 
managed  care  or  other  payers  and  to  educate  medical  staff  about  documentation  for 
reimbursement.  Several  others  supplemented  quality  assurance  or  utilization  review  activities. 
A  few  grantees  added  services,  such  as  Rural  Health  Clinics  (RHCs),  swing  beds,  transportation, 
or  wellness  or  rehabilitation  programs,  to  offer  patients  alternatives  to  the  tightly  controlled 
inpatient  or  emergency  room  services.  Only  a  few  grantees  reported  that  managed  care  affected 
transfer  or  referral  patterns  to  specialists,  home  health  agencies,  or  secondary  or  tertiary  hospitals. 

Six  grantees  reported  that  aspects  of  the  Medicaid  managed  care  reforms  and  their  grant 
projects  affected  each  other.  Although  several  grantees  operated  RHCs  with  no  interference  from 
managed  care,  four  grantees  with  RHCs  or  emergency  care  centers  reported  that  managed  care 
reform  initiatives  in  their  states  affected  the  grant  projects.  Three  grantees  received  low 
reimbursement  from  the  Medicaid  reform  initiatives  for  services,  causing  them  concern  about  the 
viability  of  an  RHC,  the  viability  of  an  emergency  center,  and  the  location  of  another  RHC.  The 
fourth  grantee  is  seeking  a  full-time  physician  to  supervise  the  nurse  practitioners  for  the  RHC; 
the  current  part-time  supervising  physician  disqualifies  the  nurse  practitioners  as  primary  care 
case  managers.  Two  grantees  reported  that  their  grant  projects  improved  the  implementation  of 
the  Medicaid  managed  care  initiatives  at  the  hospitals.  One  grantee's  project  to  recruit  and  retain 
physicians  established  long-term  physicians,  which,  in  turn,  improved  the  effectiveness  of  the 
PCCM  program.  The  other  grantee  implemented  a  nurse  hotline,  and  believes  that  the  availability 
of  the  nurse  hotline  to  all  patients  may  have  reinforced  Medicaid  patients'  use  of  primary  care 
case  managers. 

The  negative,  short-term  effects  of  managed  care  on  grantees  may  be  alleviated  or  worsened 
in  the  long  term.  Grantees  and  their  managed  care  organizations  must  resolve  early  contracting 
problems,  such  as  coverage  disputes,  inadequate  or  delayed  payments,  and  difficulty  adhering  to 
protocols  and  authorizations,  to  preclude  the  further  risk  of  grantees  closing  their  doors.  The 
potential  benefits  from  managed  care  contracts,  such  as  increased  patient  volume,  technical 
assistance,  resources  for  professional  recruitment  and  education,  and  perhaps,  more  cost-effective 
utilization,  depend  upon  employers  offering  a  managed  care  option  to  employees,  and  employees 
enrolling  in  managed  care  plans.  Otherwise,  small,  rural  markets  offer  little  incentive  for 
managed  care  organizations  to  support  contracted  providers  in  any  substantial  manner. 
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APPROXIMATELY  HALF  THE  1993  GRANTEES  PARTICIPATE  IN  A 
CONSORTIUM  OR  NETWORK 


Small,  rural  hospitals  can  benefit  greatly  from  voluntary  collaboration  with  other  hospitals 
(known  as  consortia)  or  with  hospitals  and  other  health  care  or  related  providers  (known  as 
networks).  Consortia  and  networks  can  offer  reduced  costs  for  equipment  or  supplies  and 
increased  availability  of  staff,  capital,  and  management  expertise. 

However,  consortium  and  network  participation  is  not  without  costs.  Competing  demands 
for  management  staff  time  and  financial  investments,  slow  reaction  to  rapidly  changing  economic 
conditions,  and  loss  of  decision-making  autonomy  may  outweigh  any  benefits  from  consortium 
or  network  participation. 

Participation  in  consortia  or  networks  for  the  1993  grantees  extends  beyond  participation  by 
grantees  that  had  received  RHCT  grants  specifically  for  consortium  activities.  Of  the  160 
grantees  that  completed  a  supplemental  monitoring  form,  only  45  had  received  grants  expressly 
for  consortium  activities,  yet  82  reported  participating  in  a  consortium  or  network.  In  addition, 
most  grantees  indicated  some  leadership  role  in  their  consortia  or  networks.  Approximately 
three-fourths  of  participating  grantees  (62  grantees)  reported  that  they  were  founding  members 
of  the  consortium  or  network. 

Hospitals  accounted  for  the  vast  majority  of  the  membership  in  consortia  and  networks.  All 
but  5  of  the  82  grantees  in  consortia  or  networks  reported  at  least  1  additional  member  that  was 
a  hospital.  In  addition,  59  grantees  reported  collaborating  only  with  hospitals.  The  median 
number  of  hospital  members  in  the  consortia  and  networks  was  6,  with  1  grantee  reporting  52 
hospital  members  in  its  consortium. 

Grantees  were  asked  to  rank  the  importance  of  several  possible  consortium  or  network  goals. 
The  goals  that  grantees  most  commonly  ranked  as  most  important  were  professional  education 
and  development  (62  grantees),  recruiting  professionals  (56  grantees),  coordinating  health  care 
services  (56  grantees),  and  establishing  a  system  for  referrals  (47  grantees). 

Most  grantees  believed  that  they  agreed  with  their  consortia  or  networks  on  the  importance 
of  goals.  Almost  half  (39)  of  the  82  grantees  in  consortia  and  networks  agreed  fully  with  the 
importance  of  the  1 1  listed  goals,  another  24  disagreed  on  the  importance  of  only  1  or  2  of  those 
goals.  Only  seven  grantees  disagreed  with  the  consortium  or  network  on  the  importance  of  half 
or  more  of  the  goals.  Grantees  most  commonly  disagreed  on  the  importance  to  the  consortium 
or  network  of  recruiting  professionals,  joint  quality  assurance,  and  accessing  capital.  Twelve 
grantees  each  reported  grantee/consortia  disagreement  on  the  importance  of  those  goals,  most  of 
the  grantees  considered  the  goals  more  important  than  did  the  consortium  or  network. 
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A  large  proportion  of  grantees  (94  percent)  reported  improvements  in  hospital  operations  as 
a  result  of  consortium  or  network  participation.  Most  of  the  reported  changes  occurred  among 
the  goals  that  grantees  considered  among  the  most  important  for  consortia  and  network 
participation.  For  example,  52  of  the  59  grantees  reporting  improvements  in  promoting 
professional  education  and  development  considered  this  goal  among  the  most  important  for 
consortium  or  network  participation.  In  addition,  a  majority  of  grantees  reported  improvements 
in  7  of  the  1 1  listed  goals,  indicating  that  consortia  or  network  participation  responded  to  the 
needs  of  a  majority  of  grantees. 

The  benefits  that  grantees  reported  most  often  as  accruing  from  participation  in  a  consortium 
or  network  included  improvement  in  quality  of  care  (40  grantees),  increased  outpatient  utilization 
(33  grantees),  stabilized  staffing  (25  grantees),  and  decreased  operating  costs  (25  grantees). 

Seventeen  grantees  did  not  indicate  receiving  any  benefits  from  participation  Five  of  the  1 7 
reported  that  their  participation  had  begun  too  recently  to  enable  them  to  determine  whether  they 
would  receive  any  benefits.  Nevertheless,  all  17  reported  costs  of  their  participation  Another 
reason  for  the  fairly  large  number  of  grantees  reporting  no  benefits  is  that  6  of  the  17  grantees 
also  reported  disagreeing  on  the  goals  of  the  consortium  or  network. 

Grantees  most  commonly  reported  that  commitment  of  members  to  the  consortium  or 
network  was  a  factor  facilitating  the  attainment  of  goals.  The  grantees  also  reported  that  a  lack 
of  commitment  was  the  most  commonly  reported  barrier  to  meeting  consortium  or  network  goals 

Grantees  reported  that  participation  in  consortia  and  networks  requires  time  few  grantees 
reported  other  costs.  Almost  all  grantees  reported  time  for  meetings,  planning,  or'activities  as  a 
cost  of  participation.  Fewer  than  half  reported  belonging  to  a  consortia  or  network  that  imposed 
membership  dues. 

The  1993  grantees  have  provided  some  indication  of  how  participation  in  consortia  and 
networks  can  improve  the  viability  of  small,  rural  hospitals,  although  further  investigation  is 
necessary  before  one  can  conclude  that  consortia  and  network  participation  has  helped  grantees 
to  improve  their  viability.  We  will  expand  our  discussion  of  this  topic  in  the  final  evaluation 
report  for  the  1993  cohort,  due  in  December  1996.  We  will  investigate  whether  pre-  and  post- 
grant  differences  in  finances  or  management  measures  differed  for  grantees  in  consortia  or 
networks  than  for  other  grantees. 


GRANTEE  STATUS 

Of  the  368  grants  awarded  in  1993,  1994,  and  1995,  357  are  still  active.  Ten  of  the  11 
inactive  grantees  discontinued  their  grants  and  one  hospital  closed  (Table  1). 
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TABLE  1 
GRANTEE  STATUS 


1989 

1990 

1991 

1992 

1993 

1994 

1995 

Months  Since  Award 

18 

3 

0 

Continuing 

168 

128 

61 

Completed 

174 

181 

162 

154 

0 

0 

0 

Discontinued  Grant 

6 

26 

22 

7 

9 

1 

0 

Hospital  Closed 

4 

5 

3 

2 

1 

0 

0 

Total  Awards 

184 

212 

187 

163 

178 

129 

61 
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During  the  past  year,  three  grantees  left  the  program.  Two  were  from  the  1 993  cohort  one 
grantee  chose  not  to  continue  and  the  other  grantee  became  ineligible.  The  third  grantee  from 
the  1994  cohort,  had  a  fully  funded  1993  grant,  so  HCFA  rescinded  its  1994  grant 


1993  GRANTEES:  PROGRESS  AFTER  18  MONTHS 


After  18  months,  about  half  the  1993  grantees  were  on  schedule,  6  percent  of  the  1993 
grantees  had  completed  all  their  objectives.  The  most  popular  objectives  were  expanding 
outpatient  services  (74  percent),  coordinating  with  other  providers  (63  percent),  and  recruiting 
(52  percent).  At  least  one-fifth  of  the  grantees  reported  completing  expansion  of  support  services 
converting  part  of  the  hospital  facility,  or  completing  construction  or  renovation.  Not 
surprisingly,  grantees  pursuing  recruitment  of  providers  had  the  most  difficulty  with 
implementation,  34  percent  reported  being  behind  schedule.  Four  percent  of  grantees 
experienced  delays  on  all  grant  objectives,  which  they  attributed  to  difficulties  with 
administration,  regulations,  and  recruiting. 


1994  GRANTEES:  PROGRESS  AFTER  3  MONTHS 

Three  months  into  their  projects,  almost  two-thirds  of  1994  grantees  were  on  schedule,  and 
five  percent  had  completed  all  objectives.  Similar  to  those  for  grantees  in  earlier  cohorts  the 
most  popular  objectives  of  the  1994  grantees  were  expanding  outpatient  services  (57  percent), 
recruiting  (45  percent),  and  improving  management  (40  percent).  More  1994  grantees  than 
earlier  cohorts  implemented  project  goals  facilitated  by  a  strong  commitment  to  projects  and  aid 
from  outside  organizations,  including  the  community.  Between  10  and  15  percent  reported 
implementing  the  following  objectives:  expanding  outpatient  services,  recruiting  providers, 
coordinating  with  other  providers,  and  expanding  inpatient  services.  The  grantees  had  the  most 
difficulty  implementing  expansion  of  outpatient  services,  expansion  of  inpatient  services,  and 
implementation  of  social  services,  more  than  30  percent  of  grantees  pursuing  each  of  these 
objectives  reported  being  behind  schedule  by  more  than  1  month. 


1995  GRANTEE  SOLICITATION 

In  1 995, 309  hospitals  in  43  states  applied  for  RHCT  grants.  The  number  of  1 995  applicants 
was  the  lowest  since  the  grant  program  began  and  was  less  than  half  the  number  that  applied 
during  the  first  program  year,  in  1989.  Not  surprisingly,  the  number  of  grants  awarded  in  1995 
was  lower  than  those  awarded  in  previous  years.  HCFA  selected  grantees  on  the  basis  of  merit 
and  a  desire  to  create  regional  balance  in  the  program  In  September  1995,  HCFA  awarded  first- 
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year  funding  of  $2,8 1 0,309  to  6 1  hospitals.  The  average  first-year  award  was  $46,70 1 ,  slightly 
larger  than  those  in  previous  years.  Forty-eight  percent  of  the  grantees  are  from  the  Midwest 
region,  reflecting  high  application  rates  from  this  area.  Thirty-nine  percent  of  1995  grantees 
received  funding  for  consortia  projects,  which  is  higher  than  the  proportions  of  grantees  in  earlier 
cohorts. 


xxiii 


L  INTRODUCTION 

This  report  is  a  progress  report  for  the  ongoing  evaluation  of  the  grantees  in  the  1 993  through 
1995  Rural  Health  Care  Transition  (RHCT)  grants  program.  In  this  chapter,  we  summarize  the 
legislation  that  authorized  the  RHCT  grants  program  and  update  the  number  and  national 
distribution  of  grantees  that  have  ever  participated  in  it.  Chapters  H  and  m  describe  the  progress 
of  the  1993  and  1994  grantees,  respectively.  In  Chapter  IV,  we  describe  the  application  and 
award  process  for  1995  grantees  and  the  distribution  of  the  applications  and  awards  across  States 
Chapter  V  presents  findings  from  telephone  interviews  with  a  sample  of  1993  and  1994  grantees 
on  the  impact  of  managed  care  contracting  on  the  grantees.  Chapter  VI  describes  the  extent  to 
which  grantees  participate  in  consortia  and  networks  and  the  goals,  costs,  benefits,  and  effects 
of  their  participation. 

A.  LEGISLATIVE  HISTORY  AND  PURPOSE  OF  THE  GRANT  PROGRAM 

In  1987,  Congress  mandated  the  RHCT  grants  program  to  help  small  rural  hospitals  to 
address  changes  in  their  environment  and  to  improve  their  financial  and  managerial  strength.  The 
legislation  authorized  the  Health  Care  Financing  Administration  (HCFA)  to: 


Establish  a  program  of  grants  to  assist  eligible  small  rural  hospitals  and  their 
communities  in  the  planning  and  implementation  of  projects  to  modify  the  type  and 
extent  of  services  such  hospitals  provide  in  order  to  adjust  for  one  or  more  of  the 
following  factors: 


(A)    Changes  in  clinical  practice  patterns 
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(6)  Changes  in  service  populations 

(C)  Declining  demand  for  acute-care  inpatient  hospital  capacity 

(D)  Declining  ability  to  provide  appropriate  staffing  for  inpatient  hospitals 
(£)  Increasing  demand  for  ambulatory  and  emergency  services 

(F)  Increasing  demand  for  appropriate  integration  of  community  health  services 

(G)  The  need  for  adequate  access  to  emergency  care  and  inpatient  care  in  areas  in 
which  a  number  of  underutilized  hospital  beds  are  being  eliminated  . . . 

Each  demonstration  project . . .  shall  demonstrate  methods  of  strengthening  the  financial 
and  managerial  capability  of  the  hospitals  involved  to  provide  necessary  services.1 

Furthermore,  the  legislation  required  the  HCFA  Administrator  to  report  to  Congress  on 
program  progress  annually.2 

The  legislation  also  described  eligibility  criteria  and  limitations  on  the  use  of  grant  funds. 
The  legislation  stipulated  that  "a  grant  may  not  exceed  $50,000  a  year  and  may  not  exceed  a  term 
of  two  years."3  Funds  could  be  spent  for  any  expense  incurred  in  planning  and  implementing  a 
project,  with  two  exceptions:  (1 )  no  part  of  the  grant  funds  could  be  used  to  retire  debt  incurred 
before  the  grant  award,  and  (2)  no  more  than  one-third  of  the  grant  funds  could  be  used  to  cover 
capital-related  costs.  To  be  eligible  for  a  grant,  a  hospital  had  to  be  a  non-Federal,  nonprofit, 


'Omnibus  Budget  Reconciliation  Act  of  1987  (P  L.  100-203,  Section  4005[e]). 

^This  progress  report  was  prepared  by  Mathematica  Policy  Research,  Inc.,  under  contracts 
500-94-001 1  and  500-95-0032  to  HCFA. 

'Section  4005(eX6)  of  the  act. 
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short-term,  general  acute-care  hospital  with  fewer  than  100  beds  and  had  to  be  classified  as  a 
rural  hospital  under  Medicare's  prospective  payment  system.4 

In  1 989,  Congress  modified  the  RHCT  grants  program.5  First,  the  grant  period  for  hospitals 
receiving  an  award  after  fiscal  year  1989  was  extended  from  2  to  3  years.  Second,  the  one-third 
capital  expenditure  maximum  was  lifted  for  hospitals  that  use  their  grants  to  convert  to  rural 
primary  care  hospitals  (as  described  in  Section  1820  of  the  Social  Security  Act)  or  to  develop 
rural  health  networks  (as  defined  in  Section  1820[g]  of  the  Social  Security  Act). 

The  amount  of  funds  appropriated  by  Congress  for  the  program  has  varied  over  the  years: 

Fiscal  Year  Amount 

1989  $8.3  million 

1990  $17.8  million 

1991  $24.4  million 

1992  $23.0  million 

1993  $22.8  million 

1994  $21.1  million 

1995  $17.5  million 

These  funds  increased  from  1989  through  1991,  consistent  with  increases  in  the  number  of  active 
grantees  each  year.  Since  1991,  the  funding  level  slowly  has  ebbed,  at  least  partly  as  a  result  of 


4Section  4005(e)(2)  of  the  act. 

5Omnibus  Budget  Reconciliation  Act  of  1989  (P  L.  101-239,  Section  6003[g]). 
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budget-cutting  measures  taken  by  the  Congress.  HCFA  has  responded  to  the  reduction  in  funding 
by  reducing  the  number  of  grantees,  not  the  size  of  the  grants. 

B.  THE  NUMBER  AND  DISTRIBUTION  OF  GRANTEES 

HCFA  uses  two  criteria  to  select  RHCT  grant  recipients:  (1)  the  equitable  distribution  of 
funds  across  States,  and  (2)  reviewers'  assessment  of  the  merits  of  projects.  HCFA  distributes 
the  funds  across  States  in  proportion  to  the  number  of  eligible  hospitals.  Awards  are  then  made 
within  each  State  on  the  basis  of  merit.  The  remaining  funds  are  awarded  on  the  basis  of  merit 
without  regard  to  State.  Under  these  criteria,  877  hospitals  (45  percent  of  eligible  rural  hospitals) 
participated  in  the  RHCT  grants  program  between  1989  and  1995.  The  State-by-State 
distribution  of  the  number  and  percentage  of  hospitals  receiving  RHCT  grants  between  1989  and 
1 995  is  shown  in  Figure  1. 1  6 

On  the  one  hand,  because  the  funds  are  distributed  equitably  across  States,  the  number  of 
grantees  in  a  State  corresponds  roughly  to  that  State's  portion  of  the  eligible  hospitals  nationwide. 
As  Figure  1. 1  shows,  Texas  has  the  largest  number  of  hospitals  that  were  awarded  RHCT  grants 
(75),  followed  by  Minnesota  and  Iowa  (each  with  54).  (Texas  ranks  first,  Minnesota  ranks  third, 
and  Iowa  ranks  fourth  in  the  number  of  eligible  hospitals.) 

On  the  other  hand,  the  percentage  of  eligible  hospitals  awarded  a  grant  within  a  particular 
State  may  reflect  a  more  organized  effort  to  pursue  grants.  States  with  a  higher  percentage  of 
grants  are  winning  more  of  the  remaining  merit  funds.   The  number  and  quality  of  grant 


6According  to  HCFA,  1,961  rural  hospitals  nationwide  were  eligible. 


FIGURE  1.1 


NUMBER  AND  PERCENTAGE  OF  ELIGIBLE  HOSPITALS  AWARDED 
RURAL  HEALTH  CARE  TRANSITION  GRANTS 
BETWEEN  1989  AND  1995,  BY  STATE 


Percentage  of  eligible  rural  hospitals  awarded  Rural  Health  Car*  Transition  grant* 
Nona 


Less  than  26% 


28  to  50%       gggg]  61  to  75%  |  78%  or  mora 


NOTE:  Tht  number  of  hospitals  that  over  rtctlved  a  Rural  Health  Car*  Transition  grant  Is  shown  on 
the  map.  Percentage  based  on  number  of  eligible  hospitals  In  1992. 

A  total  of  886  hospitals  received  Rural  Health  Care  Transition  grants  between  1989  and  1995. 
Connecticut,  Delaware,  New  Jersey,  and  Rhode  Island  did  nol  have  eligible  hospitals  In  1992. 
A  1991  grantee  In  Connecticut  was  reclassified  as  an  urban  hospital  and  Is  excluded  from  tabulations 


applications  affect  the  percentage  of  winners  in  each  State.  An  analysis  of  the  percentage  of 
eligible  hospitals  ever  having  received  a  grant  in  each  State  shows  that  States  in  which  more  than 
50  percent  of  the  eligible  hospitals  participated  in  the  grant  program  generally  are  clustered  in 
three  areas  of  the  country:  (1)  New  England;  (2)  the  Northern  plains,  and  (3)  the  Mountain 
region.  By  contrast,  States  with  the  lowest  program  participation  rates  are  located  in  the  South 
It  is  unclear  exactly  why  grant  program  participation  differs  among  these  regions,  although  our 
analysis  of  the  1995  applicants  suggests  that  consortium  formation  may  play  an  important  role. 
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E.  SELF-REPORTED  PROGRESS  OF  1993  GRANTEES 


This  chapter  summarizes  the  1993  grantees'  progress  during  the  7th  through  1 8th  months  of 
their  grants.  Specifically,  it  draws  on  grantee-reported  data  collected  on  the  second  monitoring 
form,  covering  the  period  April  1, 1994,  through  March  31,  1995.  In  the  following  sections,  we 
examine  grantees'  status  in  the  program,  project  objectives,  project  modifications,  progress  in 
accomplishing  project  objectives,  and  expenditures. 

A.  STATUS  OF  1993  GRANTEES 

The  Health  Care  Financing  Administration  (HCFA)  awarded  Rural  Health  Care  Transition 
(RHCT)  grants  to  178  hospitals  in  October  1993;  168  of  these  hospitals  still  were  active  in  the 
program  at  the  end  of  1 8  months  (Table  II.  1).  Of  the  10  grantees  that  had  ceased  to  participate 
in  the  program,  7  had  withdrawn  from  the  program  (5  from  1  hospital  management  system),  2 
had  become  ineligible,  and  1  had  closed.  By  the  end  of  the  18-month  period,  13  grantees  had 
modified  their  grant  projects,  with  9  altering  their  projects  during  the  past  year.  The  remainder 
of  this  chapter  reports  the  progress  of  the  166  grantees  that  returned  second  monitoring  forms, 
164  of  these  grantees  are  continuing  in  the  program  and  2  left  it  during  the  reporting  period. 

B.  CHARACTERISTICS  OF  GRANTEE  PROJECTS 
1.    Grantee  Objectives 

The  relative  popularity  of  grantee  objectives  remained  the  same  after  18  months  as  after  6 
months,  despite  grantees  reporting  more  objectives  after  18  months  than  after  6  months 
(Bergeron  et  al.  1995)  (Table  11.2).  For  example,  expansion  of  outpatient  services  continued  to 
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TABLE  n.l 
1993  GRANTEE  STATUS 


Status  at  Grant 
Award 

(10/1/93) 


First  Reporting 
Period 
(10/1/93  to  3/31/94) 


Second  Reporting 
Period 
(4/1/94  to 
3/31/95) 


Cumulative 
(10/1/93  to 
3/31/95) 


Changes  During  the  Period 

Discontinued  Grant 
Hospital  Closed 
Total 


0 
0 
0 


7b 

r 

8 


v 

0 
2r 


9 
1 

10 


Status  at  End  of  Period 


Active  178'  170 

Retained  Original  Scope  178  166 

Modified  Scope  0  4d 


168  168 
159  155 
9»  13 


•HCFA  approved  179  grant  applications.  However,  Orange  City  Hospital,  Iowa,  did  not  receive  grant  funding  will  not  be 
monitored,  and  will  not  appear  in  the  table  numbers.  *    111  "ol  De 


'Baptist  Memorial  Hospital,  Eastern  Ozarks,  Arkansas 
Baptist  Memorial  Hospital,  Osceola,  Arkansas 
Bapust  Memorial  Hospital,  Booneville,  Mississippi 
Baptist  Memorial  Hospital,  Union  County,  Mississippi 
Bapust  Memorial  Hospital,  Huntingdon,  Tennessee 
Kettering  Mohican  Area  Medical  Center,  Ohio 
Oconto  Memorial  Hospital,  Wisconsin 

*  St.  Joseph's  Hospital  and  Nursing  Home  of  Del  Norte,  Colorado 

'Divuie  Savior  Hospital,  Wisconsin 
Marshall  County  Hospital,  Alabama 
Southern  Hills  General  Hospital,  South  Dakota 
Sturgis  Community  Health  Care  Center,  South  Dakota 


•Chestatee  Regional  Hospital,  Georgia 
Sacred  Heart  Hospital,  Wisconsin 

'  These  grantees  submitted  data  for  at  least  5  months  of  the  period  and  are  included  in  the  remaining  tables  in  this  chapter. 

•Barllett  Memorial  Hospital,  Alaska 
Community  Memorial  Hospital,  Nebraska 
Delaware  Valley  Hospital,  New  York 
Hale  County  Hospital,  Alabama 
Hereford  Regional  Medical  Center,  Texas 
Jay  Hospital,  Florida 

Mitchell  County  Memorial  Hospital,  Iowa 
Sheridan  Memorial  Hospital,  Montana 
Tweeten/Lutheran  Health  Care  Center,  Minnesota 


8 


TABLE  D.2 

PROJECT  PROGRESS  AFTER  18  MONTHS,  BY  OBJECTIVE:  1993  GRANTEES 


Percentage  of  Grantees  that  Reported 


Project  Objective 

Number  of 
Grantees  Pursuing 
Objective 

Completing 
Objective 

Being  Ahead  of 
Schedule  for  Objective 

Being  on  Schedule 
for  Objective 

Being  Behind 

Schedule  bv  Mnrr 

than  1  Month  for 
Objective 

Expand  Outpatient  Services 

121' 

18 

2 

53 

27 

Coordinate  with  Other 
Providers' 

103' 

10 

1 

81 

O 

o 

Recruit  Providers 

86' 

15 

0 

52 

Training  or  Staff  Development 

75" 

12 

3 

73 

1  5 

Improve  Management 

73 

11 

0 

81 

a 

o 

Implement  Prevention  Services 

63' 

14 

0 

75 

]  1 

1  d. 

Implement  Community  Care 
Services 

63' 

16 

0 

59 

25 

Implement  Social  Services 

59" 

16 

0 

72 

Construction  or  Renovation 

40 

20 

5 

50 

Expand  Inpatient  Services 

37' 

11 

0 

64 

25 

Provide  Transportation 

35' 

3 

0 

82 

15 

Expand  Diagnostic  Services 

30 

37 

10 

37 

17 

Implement  Other  Patient 
Services 

9 

11 

0 

56 

33 

Convert  Facility 

7 

29 

0 

43 

29 

Overall  Grantee  Progress 

164' 

6* 

0» 

49" 

45" 

SOURCE:       Second  Grantee  Monitoring  Report,  1993  grantees. 

NOTES:  Percentages  may  not  total  1 00  percent  because  of  rounding  error.  Progress  is  defined  by  the  activity  that  is  delayed  the  most.  For  example,  a  project 
that  is  on  schedule  in  only  one  activity  and  ahead  of  schedule  in  all  the  rest  is  defined  to  be  on  schedule.  Grantees  may  choose  to  pursue  more  than 
one  objective.  As  a  result,  the  sum  of  grantees  pursuing  individual  objectives  does  not  equal  the  number  of  total  grantees. 

'One  grantee  did  not  report  progress  on  the  schedule  for  this  objective. 

'This  objective  includes  hospital  consortia,  as  well  as  formal  and  informal  networks. 

'Two  grantees  did  not  report  progress  on  the  schedule  for  this  objectives. 

'Three  grantees  did  not  report  progress  on  the  schedule  for  this  objective. 

'Four  grantees  did  n  ot  report  progress  on  the  schedule  for  this  objective. 

f  Two  of  the  166  grantees  did  not  report  project  progress.  As  a  result,  the  overall  grantee  progress  percentages  are  based  on  164  grantees. 

'Represents  percentage  of  grantees  that  reported  completing  all  grant  objectives. 

'Represents  percentage  of  grantees  that  reported  at  least  being  ahead  of  schedule  for  all  grant  objectives. 

'  Represents  percentage  of  grantees  that  reported  at  least  being  on  schedule  for  all  grant  objectives. 

'  Represents  percentage  of  grantees  that  reported  being  behind  schedule  by  more  than  1  month  for  one  or  more  grant  objectives. 
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be  the  1993  grantees'  most  popular  objective,  121  grantees  (74  percent)  reported  expanding 
outpatient  services  after  18  months,  whereas  67  percent  reported  this  objective  after  6  months 
Similarly,  4  to  12  percent  more  grantees  reported  pursuing  each  of  the  four  most  popular 
objectives.  As  we  discuss  in  Section  C,  a  few  grantees  changed  the  scope  of  their  projects  by 
adding  these  activities;  however,  most  grantees  supplemented  originally  proposed  objectives.  For 
example,  1  grantee  reported  pursuing  recruitment  and  training  of  midlevel  practitioners  after  1 8 
months  but  not  after  6  months;  these  newly  reported  objectives  directly  relate  to  its  originally 
proposed  Rural  Health  Clinic  project. 

2.    Reported  Changes  in  Objectives 

In  summarizing  changes  in  objectives,  we  focused  primarily  on  changes  in  major  goals.  The 
goals  represented  the  three  major  project  orientations:  (1)  improving  patient  services, 
(2)  improving  management  or  staffing;  and  (3)  modifying  hospital  facilities.  We  identified  only 
nine  grantees  that  apparently  had  changed  project  objectives,  although  some  of  the  changes 
simply  may  reflect  inconsistent  reporting,  rather  than  true  changes.1 


'We  identified  changes  in  objectives  for  the  1993  grantees  within  the  past  year  from  three 
sources:  (1)  narrative  responses  to  a  question  on  the  monitoring  form  about  grant  project 
changes,  (2)  responses  to  a  question  on  the  project  progress  form  about  objectives  mat  had  been 
added  to  or  dropped  from  the  project  after  the  proposal  was  submitted  to  HCFA,  and 
(3)  differences  in  reported  objectives  between  first  and  second  monitoring  forms. 
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The  changes  that  we  identified  are  as  follows. 


•  One  grantee  in  Texas  dropped  plans  to  modify  its  facility  but  continues  to  implement 
activities  to  improve  patient  services  and  to  improve  management  and  staffing. 

•  One  grantee  in  Alaska  added  improvements  to  management  to  its  originally  proposed 
goal  of  improvements  to  patient  services. 

•  Two  grantees,  in  Minnesota  and  in  Alabama,  added  building  modifications  to  their 
originally  proposed  goals  of  improvements  to  patient  services  and  improvements  to 
management  or  staffing.  In  addition,  the  Alabama  grantee  reported  improvements 
to  management  or  staffing  on  the  second  progress  form  but  omitted  the  goal  from  the 
first  progress  form. 

•  One  grantee  in  Florida  failed  to  report  on  improvements  to  patient  services  and 
improvements  to  staffing  on  the  second  progress  form  that  it  had  reported  on  its  first 
progress  form. 

•  One  grantee  in  Montana  reported  pursuing  improvements  to  patient  services  on  the 
second  progress  form  but  omitted  this  activity  from  the  first  form. 

•  Two  grantees,  in  Iowa  and  in  New  York,  reported  improvements  to  management  or 
staffing  on  the  second  progress  form,  but  not  on  the  first  form. 

•  One  grantee  in  Nebraska  reported  modifying  hospital  facilities  as  an  originally 
proposed  goal  on  the  second  form  only. 


C.  PROGRESS  OF  1993  GRANTEES 

Not  surprisingly,  grantees  made  steady  progress  on  their  projects  during  the  past  year 
(Bergeron  et  al.  1995)  (Table  Et.2).  Six  percent  completed  all  their  objectives  at  18  months, 
compared  with  2  percent  at  6  months.  Forty-nine  percent  were  on  schedule  after  18  months, 
compared  with  43  percent  at  6  months.  Furthermore,  a  smaller  proportion  of  1993  grantees 
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overall  reported  being  behind  schedule  on  at  least  1  objective,  compared  with  a  year  earlier 
(45  percent  versus  55  percent,  respectively). 

A  larger  proportion  of  the  1993  grantees  (6  percent)  had  implemented  all  their  objectives 
after  1 8  months  than  had  earlier  cohorts.  None  of  the  1 989  grantees  and  between  2  percent  and 
4  percent  of  the  1990, 1991,  and  1992  grantees  had  completed  all  their  objectives  between  1 5  and 
21  months  of  award  (Cheh  et  al.  1991;  Cheh  et  al.  1992;  Cheh  et  al.  1993,  and  Bergeron  et  al 
1995). 

The  projects  of  the  10  grantees  that  completed  projects  at  18  months  varied.  The  patient 
services  that  were  implemented  included  outpatient  services  (four  grantees),  social  services  (one 
grantee),  community  services  (two  grantees),  and  prevention  services  (two  grantees).  The 
management  or  staffing  improvements  that  were  implemented  included  management 
improvements  (one  grantee),  recruiting  (two  grantees),  and  staff  training  (two  grantees)  The 
capital  improvements  implemented  included  converting  part  of  the  hospital  facility  (one  grantee) 
and  building  changes  (one  grantee).  Factors  affecting  the  success  of  these  grantees  included 
demand  and  usage  of  new  services  by  the  community  (five  grantees),  support  from  other 
organizations  (five  grantees),  availability  of  grant  funds  (four  grantees),  and  dedicated  or 
experienced  personnel  (four  grantees). 

In  addition  to  the  10  grantees  implementing  all  project  objectives,  53  grantees  (32  percent) 
had  completed  at  least  1  objective  (not  shown  in  the  table).  Grant  objectives  most  likely  to  be 
implemented  within  this  period  included  expanding  diagnostic  services  and  converting  part  of 
the  hospital  facility.  Eleven  of  30  grantees  (37  percent)  that  planned  to  expand  diagnostic 
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services  completed  this  objective  within  1 8  months,  and  implemented  or  expanded  such  services 
as  mammography  (6  grantees)  and  radiology,  or  laboratory  services  (8  grantees).  Two  of  the 
7  grantees  (29  percent)  planning  a  conversion  of  part  of  the  facility  reported  converting  some  of 
their  acute-care  beds  to  other  uses.  One  grantee  converted  40  of  its  48  acute-care  beds  to  skilled 
long-term  care  beds.  (This  activity  is  part  of  a  $2.8  million  larger  renovation  effort.)  The  second 
grantee  converted  7  of  its  66  acute-care  beds  for  space  for  outpatient  cardiac  rehabilitation.  Other 
objectives  likely  to  have  been  completed  were  construction  or  renovation  (20  percent)  and 
expanding  outpatient  services  (18  percent). 

Overall,  45  percent  of  grantees  (74  grantees)  were  behind  schedule  on  at  least  1  of  their 
objectives.  Not  surprisingly,  grantees  pursuing  recruitment  of  providers  had  the  greatest  number 
of  problems  with  implementation,  34  percent  (28  grantees)  reported  being  behind  schedule  on 
this  objective.  In  particular,  1 8  grantees  reported  being  behind  in  recruiting  physicians,  and 
6  reported  being  behind  in  recruiting  midlevel  practitioners.  In  addition,  grantees  commonly 
reported  delays  in  implementing  the  following  objectives:  expanding  other  patient  services 
(33  percent),  converting  part  of  the  hospital  facility  (29  percent),  and  expanding  outpatient 
services  (27  percent). 

Six  grantees  experienced  delays  on  all  grant  objectives  (not  shown  in  the  table).  These 
grantees  reported  difficulties  with  administration,  regulations,  and  staff  recruitment.  One  grantee 
stated  that  the  new  administrator  lacked  knowledge  about  the  project,  and  another  stated  that  new 
management  was  uncertain  about  whether  to  continue  certain  grant  activities.  Regulatory 
constraints  included  delayed  state  licensure  of  the  skilled  nursing  facility  and  lack  of  knowledge 
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about  qualifications  for  emergency  room  staff.  Two  grantees  reported  difficulty  recruiting 
midlevel  practitioners,  one  other  grantee  has  been  unable  to  recruit  a  physician.  Grantees 
reported  the  following  solutions  to  these  problems:  increasing  the  number  of  meetings  or 
education  activities  about  the  grant  projects  (two  grantees),  increasing  recruiting  (one  grantee), 
reorganizing  staff  or  resources  (one  grantee),  changing  the  focus  of  the  grant  project  (one 
grantee),  and  upgrading  technology  (one  grantee). 

Grantees  reported  a  variety  of  factors  that  affected  how  successfully  or  unsuccessfully  they 
implemented  their  grant  projects.  Factors  facilitating  overall  project  success  after  18  months 
included  the  availability  of  grant  funds  (116  grantees),  support  from  other  organizations 
(71  grantees),  demand  and  usage  by  the  community  (65  grantees),  dedicated  or  experienced 
personnel  (63  grantees),  and  strategic  planning  (46  grantees).  Overall,  problems  that  impeded 
grantees  from  implementing  projects  included  recruiting  or  retention  problems  (46  grantees),  lack 
of  support  from  other  organizations  (40  grantees),  lack  of  funding  (40  grantees),  administrative 
or  operational  difficulties  (40  grantees),  lack  of  personnel  (30  grantees),  and  regulatory 
constraints  (30  grantees).  Grantees  most  commonly  responded  to  these  obstacles  with  the 
following  solutions:  reorganize  staff  or  resources  (59  grantees),  hire  more  staff  (40  grantees),  and 
increase  the  number  of  meetings  or  education  activities  about  the  grant  project  (32  grantees). 

D.  GRANT  EXPENDITURES 

Grantees'  expenditures  for  the  first  1 8  months  of  the  grant  were  consistent  with  their  budgets 
HCFA  awarded  a  total  of  $15,657,586  to  the  1993  grantees  during  the  first  2  years  ~  $7,952,086 
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for  the  first  year  and  $7,705,500  for  the  second  year,  for  an  average  of  $94,323  per  grantee  over 
the  2  years.  At  1 8  months,  the  166  grantees  had  spent  70  percent  ($1 0,979,842)  of  their  2-year 
budget-an  average  of  $66,143  per  grantee.2 

The  1993  cohort  spent  a  higher  proportion  of  its  2-year  funding  at  18  months  than  had  the 
1989  and  1990  cohorts  (Cheh  et  al.  1991,  and  Cheh  et  al.  1992).  The  1989  and  1990  grantees  had 
spent  only  61  percent  and  58  percent,  respectively,  of  their  2-year  funds  within  18  months  of 
award.  The  higher  spending  by  the  1993  grantees  may  be  related  to  the  higher  completion  rate 
of  the  1993  grantees  relative  to  those  of  earlier  cohorts.  None  of  the  1989  grantees  and  3  percent 
of  1990  grantees  completed  all  their  objectives  within  18  months,  compared  with  7  percent  of 
1993  grantees  These  findings  again  suggest  that  1993  grantees  may  have  faced  fewer 
implementation  delays  so  far  than  had  earlier  cohorts. 

Similar  to  previous  cohorts,  1993  grantees  spent  the  highest  proportion  of  grant  funds  on 
salaries  and  fringe  benefits  (46  percent)  (Cheh  et  al.  1991;  and  Cheh  et  al.  1992).  Overall,  only 
16  percent  of  their  expenditures  were  for  the  purchase  of  equipment  and  capital.  Nonetheless, 
six  grantees  reported  spending  more  than  one-third  of  their  3-year  budget  on  capital;  HCFA  has 


*Eight  grantees  reported  expenditures  that  exceeded  their  total  grant  award.  We  suspect  that 
these  grantees  reported  total  project  costs,  rather  than  grant-funded  costs.  For  these  grantees,  we 
decreased  the  total  expenditures  to  equal  the  total  grant  award  and  adjusted  expenditures,  by 
category,  in  proportion  to  that  reduction.  In  addition,  two  grantees  did  not  complete  one  of  their 
two  expenditure  forms,  as  a  result,  their  expenditure  figures  may  be  slightly  underestimated. 
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been  notified  about  these  grantees.3  Cumulative  expenditures,  by  category,  for  the  first  1 8  months 
of  the  grant  were: 

•  Salaries  and  fringe  benefits:  $5,022,600  (46  percent) 

•  Equipment  and  capital:  $1,728,874  (16  percent) 

•  Nonphysician  contracts:  $1,606,228  (14  percent) 

•  Other:  $840,765  (8  percent) 

•  Physician  contracts:  $835,463  (8  percent) 

•  Travel:  $489,844  (4  percent) 

•  Supplies:  $456,067  (4  percent) 

A  crude  measure  of  whether  expenditures  were  consistent  with  project  progress  is  that  at 
18  months  (three-fourths  of  the  way  through  their  2-year  schedule),  grantees  would  have  spent 
approximately  three-fourths  of  their  2-year  funding.  We  found  this  to  be  true  to  a  large  extent. 
A  large  majority  of  1993  grantees  (63  percent)  spent  between  50  and  100  percent  of  their  2-year 
awards.  Only  1 5  percent  (24  grantees)  spent  more  than  100  percent  of  these  funds,4  and  5  percent 
(8  grantees)  spent  25  percent  or  less  of  their  award,  with  1  grantee  having  spent  none  of  its  grant 
after  1 8  months. 


3See  Omnibus  Budget  Reconciliation  Act  of  1989,  P.L.  239,  Section  4005  (e)  for  the  capital 
restriction. 

4Grantees  reported  spending  more  than  their  2-year  awards  because  they  may  have  reported 
spending  funds  other  than  RHCT  grant  funds,  or  may  have  reported  spending  funding  funds  from 
year  3  of  their  RHCT  grant  awards. 
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The  8  grantees  spending  less  than  25  percent  of  their  2-year  awards  faced  delays  and  other 
problems,  for  example,  lack  of  personnel  (3  grantees),  lack  of  support  from  staff  (4  grantees),  and 
lack  of  support  from  other  organizations  (3  grantees).  Common  responses  to  these  problems 
were  to  increase  the  number  of  meetings  and  education  activities  about  the  project  (five  grantees), 
reorganize  staff  or  resources  (three  grantees),  and  increase  outreach  or  marketing  (two  grantees). 
Five  grantees  were  behind  schedule  on  at  least  one  objective.  Four  grantees  sought  to  establish 
Rural  Health  Clinics  (RHCs)  and  faced  particular  implementation  problems.  One  grantee 
reported  that  the  Tennessee  State  Medicaid  reform  program  (TennCare)  delayed  its  RHC  project 
and  may  make  it  unfeasible  in  the  long  run.  TennCare  withdrew  cost-based  reimbursement  for 
RHCs  in  1994,  making  this  RHC  less  financially  viable.  Two  grantees  reported  lack  of  support 
from  medical  staff  for  their  RHC  projects.  One  of  the  two  grantees  convinced  physicians  to 
support  certification  of  the  clinic  through  education  about  the  project.  The  other  grantee  plans 
to  work  with  the  sole  supportive  physician.  The  fourth  grantee  was  unable  to  recruit  a  midlevel 
practitioner  for  its  RHC.  If  its  recruiting  difficulties  continue,  it  may  pursue  a  wellness  clinic 
instead  of  an  RHC. 

Surprisingly,  13  of  the  24  grantees  spending  more  than  100  percent  of  their  2-year  awards 
reported  being  behind  schedule  on  at  least  1  objective.  These  grantees  reported  pursuing  the 
following  activities:  RHCs  (8  grantees),  emergency  services  (4  grantees),  and  staff  recruitment 
(11  grantees).  The  problems  reported  by  these  13  grantees  included  recruiting  and  retention 
problems  (6  grantees)  and  regulatory  constraints  (five  grantees).  The  most  common  responses 
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to  these  problems  were  to  increase  recruiting  (five  grantees)  and  to  reorganize  staff  or  resources 
(five  grantees). 
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m.  SELF-REPORTED  PROGRESS  OF  1994  GRANTEES 


This  chapter  summarizes  the  1994  grantees'  progress  during  the  first  3  months  of  their 
grants.  Specifically,  it  draws  on  grantee-reported  data  collected  on  the  first  monitoring  form, 
covering  the  period  October  1 , 1 994,  through  December  3 1 ,  1 994.  In  the  following  sections,  we 
examine  grantees'  status  in  the  program,  project  objectives,  project  modifications,  progress  in 
accomplishing  project  objectives,  and  expenditures. 

A.  STATUS  OF  1994  GRANTEES 

The  Health  Care  Financing  Administration  (HCFA)  awarded  Rural  Health  Care  Transition 
(RHCT)  grants  to  129  hospitals  in  October  1994  (Table  mi).  HCFA  rescinded  the  grant  of  1 
of  the  129  after  award  because  the  grantee  also  has  a  fully  funded  1993  grant.  By  the  end  of  the 
third  month,  128  grantees  remained  active  in  the  program.  However,  as  discussed  in  the  second 
part  of  Section  B,  1 0  hospitals  had  modified  their  grant  projects. 

B.  CHARACTERISTICS  OF  GRANTEE  PROJECTS 
1.   Grantee  Objectives 

The  most  popular  grantee  objectives  for  the  1994  cohort  were  similar  to  those  of  earlier 
cohorts  For  example,  the  1994  and  1993  cohorts  shared  "expanding  outpatient  services"  as  the 
most  popular  objective;  58  percent  of  the  1994  grantees  and  67  percent  of  the  1993  grantees 
pursued  this  objective  (Bergeron  et  al.  1995).  Moreover,  the  next  four  most  popular  objectives 
for  the  1994  grantees  were  among  the  top  five  objectives  for  the  1993  grantees  (Table  III.2). 
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TABLE  m  i 
1994  GRANTEE  STATUS 


Status  at  Grant 
Award 

(10/1/94) 


First  Reporting 
Period 
(10/1/94  to 
12/31/94) 


Cumulative 
(10/1/94  to  12/31/94) 


Changes  During  the  Period 

Discontinued  Grant 
Hospital  Closed 
Total 


0 
0 
0 


r 

o 
o 


o 
o 
o 


Status  at  End  of  Period 


Active 
Retained  Original  Scope 
Modified  Scope 


129' 
129 
0 


128 
118 
10b 


128 
118 
10 


•HCFA  rescinded  the  grant  for  one  grantee,  Vaughn  Perry  Hospital,  in  Alabama,  because  it 
funding  from  a  1993  RHCT  grant. 

'Beaver  Valley  Hospital,  Utah 

California  Modoc  Medical  Center,  California 

DeBaca  General  Hospital,  New  Mexico 

Indian  Valley  Hospital  District,  California 

Jackson  Municipal  Hospital,  Minnesota 

Myers  Memorial  Hospital  District,  California 

Surprise  Valley  Hospital  District,  California 

Valdez  Community  Hospital,  Alaska 

Van  Buren  County  Hospital,  Iowa 

West  Feliciana  Parish  Hospital,  Louisiana 
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TABLE  U12 

PROJECT  PROGRESS  AFTER  3  MONTHS.  BY  OBJECTIVE:  1994  GRANTEES 


Percentage  of  Grantees  that  Reported 

Project  Objective 

Number  of 
Grantees  Pursuing 

Objective 

Completing 
Objective 

Being  Ahead  of 
schedule  lor  Objective 

Being  on  Schedule 
for  Objective 

Being  Behind 
Schedule  by  More 
than  1  Month  for 

V  UJ      u  vc 

Expand  Outpatient  Services 

73 

14 

A 

0 

c  c 

55 

Recruit  Providers 

57 

11 

7 

61 

21 

improve  Management 

51 

2 

2 

78 

18 

Coordinate  with  Other 
Providers' 

49 

10 

BU 

8 

Training  or  Staff  Development 

44 

5 

c 

J 

77 

14 

Implement  Prevention  Services 

42 

2 

BO 

10 

Construction  or  Renovation 

33 

6 

6 

61 

27 

Provide  Transportation 

25 

4 

12 

68 

16 

Implement  Community  Care 

24 

o 
o 

0 

71 

21 

Implement  Social  Services 

22 

5 

0 

64 

32 

Expand  Inpatient  Services 

21" 

10 

5 

55 

30 

Expand  Diagnostic  Services 

17 

0 

0 

71 

29 

Convert  Facility 

3 

0 

0 

33 

67 

Implement  Other  Patient 
Services 

2 

50 

50 

0 

0 

Overall  Grantee  Progress 

127' 

5' 

2* 

58* 

35' 

SOURCE:       First  Grantee  Monitoring  Report,  1994  grantees. 

NOTES:  Percentages  may  not  total  1 00  percent  because  of  rounding  error.  Only  grantees  that  were  still  active  at  the  end  of  3  months  and  that  submitted 
grant  progress  reports  are  included.  Progress  is  defined  by  the  project's  activity  that  is  delayed  the  most.  For  example,  a  project  that  is  on 
schedule  in  only  one  activity  and  ahead  of  schedule  in  all  the  rest  is  defined  to  be  on  schedule.  Grantees  may  choose  to  pursue  more  than  one 
objective.  As  a  result,  the  sum  of  grantees  pursuing  individual  objectives  does  not  equal  the  number  of  total  grantees. 

This  objective  includes  hospital  consortia,  as  well  as  formal  and  informal  networks. 

kOne  grantee  reported  this  objective  but  did  not  report  progress  on  the  schedule.  As  a  result,  the  percentages  are  based  on  20  grantees. 
'One  of  the  128  active  grantees  did  not  report  project  progress.  As  a  result,  the  overall  progress  percentages  are  based  on  127  grantees. 
"Represents  percentage  completing  all  grant  objectives. 

•Represents  percentage  that  reported  being  at  least  ahead  of  schedule  for  all  grant  objectives. 

'Represents  percentage  that  reported  being  at  least  on  schedule  for  all  grant  objectives 

•Represents  percentage  that  reported  being  behind  schedule  by  more  than  1  month  for  one  or  more  objectives. 
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As  was  the  case  for  previous  cohorts  of  grantees,  high  proportions  of  1994  grantees  pursued 
activities  to  improve  management  and  staffing.  Approximately  45  percent  (57  grantees)  reported 
pursuing  recruitment  of  providers,  and  40  percent  (51  grantees)  reported  pursuing  activities  to 
improve  management,  such  as  needs  assessment,  marketing,  and  strategic  planning.  Similar 
proportions  of  1992  grantees  at  3  months  and  of  1993  grantees  at  6  months  pursued  these 
activities  (Cheh  et  al.  1993,  and  Bergeron  et  al.  1995).  In  addition,  training  and  staff 
development  frequently  have  been  one  of  the  five  most  popular  objectives  for  previous  cohorts 
of  grantees  and  was  the  fifth  most  popular  objective  for  1994  grantees. 

The  popularity  of  implementing  outpatient  services  for  the  1993  and  1994  grantees  reflects 
a  national  trend.  The  Medicare  prospective  payment  system,  implemented  during  the  1980s,  sets 
fixed  payments  from  Medicare  for  inpatient  services.  In  response,  hospitals  nationwide  have 
diversified  into  outpatient  services  in  order  to  bolster  their  finances.  The  most  frequently  pursued 
outpatient  services  for  the  1994  grantees  were  Rural  Health  Clinics  (32  grantees),  physical 
therapy  (18  grantees),  cardiac  or  pulmonary  rehabilitation  (16  grantees),  emergency  room  services 
(13  grantees),  and  geriatric  services  (1 1  grantees).  The  most  frequently  reported  challenges  to 
developing  these  outpatient  services  were  administrative  or  operational  difficulties,  recruiting  and 
retention  problems,  lack  of  funding,  and  lack  of  support  from  outside  organizations. 

1994  grantees  reported  pursuing  fewer  objectives  in  their  grant  projects  than  did  earlier 
cohorts  of  grantees,  which  may  lead  to  more  successful  implementation  of  grant  projects.  For 
example,  84  percent  of  projects  for  the  1994  cohort  contained  5  or  fewer  objectives,  compared 
with  70  percent  of  the  projects  for  the  1993  cohort  The  relative  simplicity  of  the  1994  projects 
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may  enable  grantees  to  concentrate  resources  and  implement  objectives  quickly.  In  fact,  as  will 
be  discussed  in  greater  detail  in  Section  C,  more  1994  hospitals  than  1993  hospitals  completed 
all  objectives,  and  fewer  were  behind  schedule. 

2.   Reported  Changes  in  Objectives 

Part  of  the  monitoring  process  involves  identifying  project  modifications.  In  summarizing 
changes  in  objectives,  we  focused  primarily  on  changes  in  the  three  major  goals.  As  noted  in 
Chapter  n,  the  goals  represented  the  three  major  project  orientations:  (1)  improving  patient 
services,  (2)  improving  management  or  staffing;  and  (3)  modifying  hospital  facilities 

We  identified  10  grantees  with  an  apparent  change  in  objective,  they  are  listed  here1: 

•  One  grantee  in  Alaska  reported  using  part  of  its  grant  funds  to  pay  a  consultant, 
whose  assignment  was  to  facilitate  purchase  of  a  hospital  from  the  State,  which  wants 
to  close  the  hospital.  It  also  dropped  plans  to  add,  expand,  or  improve  emergency 
services  but  continues  its  originally  proposed  goals  of  adding,  expanding,  or 
improving  physical  therapy  and  mammography,  and  of  coordinating  with  a 
consortium  of  other  hospitals. 

•  One  grantee  in  Iowa  reported  using  funds  to  purchase  a  breathalyser  and  to  train  a 
nurse  on  its  operation,  while  continuing  to  offer  such  programs  as  smoking  cessation, 
respiratory  protection,  hearing  conservation,  blood-bome  pathogen  protection,  and 
wellness  programs. 

•  Four  hospitals  in  a  California  consortium  hired  a  dentist  rather  than  a  human 
resources  consultant. 


lWe  identified  modifications  from  two  sources:  (1)  narrative  responses  to  a  question  on  the 
monitoring  form  about  grant  project  changes,  and  (2)  responses  to  a  question  on  the  project 
progress  form  about  objectives  that  were  added  to  or  dropped  from  the  project  after  the  proposal 
was  submitted  to  HCFA. 
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•  Two  grantees,  one  in  New  Mexico  and  another  in  Minnesota,  added  modifying 
hospital  facilities  to  their  original  goals  of  adding,  expanding,  or  improving  services, 
and  of  improving  management  or  staffing  The  Minnesota  grantee  added  modifying 
hospital  facilities  as  part  of  a  needs  assessment  and  physician  recruitment  project. 
For  the  grantee  in  New  Mexico,  this  modification  was  part  of  developing  an 
integrated  public  health  and  primary  care  service  system.  This  grantee  also  dropped 
plans  to  add,  expand,  or  improve  emergency  services. 

•  Two  grantees,  one  in  Louisiana  and  another  in  Utah,  dropped  plans  to  improve 
emergency  services  and  to  recruit  a  physician,  respectively. 

C.  PROGRESS  OF  1994  GRANTEES 

Three  months  after  grant  award,  most  of  the  1994  grantees  were  at  least  on  schedule  with 
respect  to  all  their  project  objectives.  Almost  two-thirds  of  1994  grantees  overall  were  at  least 
on  schedule  with  all  of  their  project  objectives,  and  six  grantees  (5  percent)  reported 
implementing  all  their  objectives  (Table  IDL2). 

During  the  first  3  months,  the  1994  cohort  progressed  at  the  same  pace  as  did  the  1991  and 
1992  cohorts  (Cheh  et  al.  1992,  and  Cheh  et  al.  1993);  however,  it  adhered  to  schedule  much 
better  than  did  the  1993  cohort.  Sixty-five  percent  of  1994  grantees  adhered  to  schedule  at 
3  months,  compared  with  45  percent  of  1993  grantees  at  6  months  (Bergeron  et  al.  1995).  The 
relative  simplicity  of  the  1994  projects,  mentioned  in  the  previous  section,  may  explain  this 
difference.  Another  explanation  may  be  that  progress  slowed  as  the  project  period  continued  into 
the  fourth,  fifth,  and  sixth  months  for  the  1993  grantees. 

More  1994  grantees  than  earlier  cohorts  implemented  project  goals  3  months  after  award. 
Overall,  six  1994  grantees  implemented  all  their  proposed  objectives  within  3  months.  In 
comparison,  earlier  cohorts  reported  between  zero  and  four  grantees  completing  all  proposed 
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objectives  within  6  and  9  months  of  grant  award  (Cheh  and  Giggie  1994,  Bergeron  et  al.  1995, 
Cheh  et  al.  1991).  The  higher  number  of  completed  objectives  may  be  attributable  to  grantees 
concentrating  their  efforts  on  a  limited  number  of  objectives.  All  six  grantees  completing  their 
objectives  had  only  one  main  objective,  with  other  supporting  activities.  Five  grantees  reported 
implementing  a  Rural  Health  Clinic,  which  included  hiring  midlevel  practitioners  and  locating 
or  building  a  facility.  The  sixth  grantee's  sole  objective  was  developing  a  skilled  nursing  unit  by 
hiring  physical,  occupational,  and  speech  therapists,  and  by  converting  existing  space.  By 
proposing  one  goal,  these  grantees  were  able  to  focus  their  efforts  and  achieve  early 
implementation. 

Other  factors  that  facilitated  completion  of  objectives  were  strong  commitment  to  projects 
and  aid  from  outside  organizations,  including  the  community.  Grantees  that  completed  all  goals 
showed  clear  commitment  toward  their  projects-in  all  cases,  the  projects  had  been  started  before 
grant  award  and  were  part  of  an  existing  strategic  plan  (rather  than  a  new  initiative  in  response 
to  the  grant  solicitation).  Furthermore,  four  of  the  six  grantees  that  completed  their  objectives 
stated  that  they  would  have  undertaken  their  projects  even  if  they  had  not  been  awarded  grants, 
and  the  other  two  grantees  spent  money  on  their  projects  before  receiving  the  grant  award.  Five 
of  the  grantees  attributed  success  to  the  grant's  enhancing  availability  of  funds.  Outside 
organizations  helped  by  recruiting  staff  and  acquiring  or  renovating  space  for  the  clinic  or  nursing 
home.  Grantees  used  consultants  to  hire  needed  staff,  and  city  or  state  governments  provided 
clinic  locations.  For  all  six  grantees,  the  communities  offered  support  in  terms  of  usage  of  and 
demand  for  the  new  services. 
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Other  grantees  made  significant  progress  in  implementing  their  projects.  Sixteen  grantees 
(13  percent)  had  completed  at  least  1  objective  (not  shown  in  the  table).  As  was  the  case  with 

1993  grantees,  most  completed  objectives  involved  expansion  of  outpatient  services  or 
recruitment  of  providers  (Bergeron  et  al.  1995).  Another  commonly  completed  objective  for 

1994  grantees  was  coordination  with  other  providers  (five  grantees).  In  addition,  a  large  majority 
of  the  grantees  completing  at  least  one  objective  were  on  or  ahead  of  schedule  for  other 
objectives 

Similar  to  earlier  cohorts,  35  percent  of  grantees  (45  grantees)  were  behind  schedule  on  at 
least  1  of  their  activities  3  months  after  grant  award  (Cheh  et  al.  1992,  and  Cheh  et  al.  1993). 
Almost  one-third  of  them  (13  grantees)  were  behind  on  all  their  objectives  (not  shown  in  the 
table).  Eight  of  the  13  grantees  were  pursuing  only  1  main  goal  and  expected  to  get  back  on 
schedule.  Grantees  had  the  greatest  difficulty  adhering  to  schedule  when  attempting  to  achieve 
the  objectives  of  expanding  outpatient  services,  expanding  inpatient  services,  or  implementing 
social  services,  more  than  30  percent  of  grantees  pursuing  each  of  these  objectives  reported  being 
more  than  1  month  behind  schedule.  However,  staying  on  schedule  when  establishing  new 
services  proved  difficult  for  the  1993  and  1991  cohorts  as  well  (Cheh  et  al.  1992,  and  Bergeron 
etal.  1995). 

Grantees  reported  a  variety  of  factors  that  affected  how  successfully  or  unsuccessfully  they 
implemented  their  grant  projects.  Factors  facilitating  overall  project  success  for  the  127  grantees 
frequently  included  the  availability  of  grant  funds  (97  grantees),  support  from  other  organizations 
(68  grantees),  dedicated  and  experienced  personnel  (44  grantees),  strategic  planning 
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(36  grantees),  and  community  support  or  volunteerism  (28  grantees).  Overall,  problems  that  may 
have  impeded  projects  included  administrative  or  operational  difficulties  (35  grantees),  lack  of 
personnel  (30  grantees),  recruiting  or  retention  problems  (29  grantees),  lack  of  support  from  other 
organizations  (22  grantees),  and  lack  of  funding  (20  grantees).  The  3  most  common  responses 
of  grantees  overall  to  these  problems  were  (1)  reorganizing  staff  or  resources  (40  grantees), 
(2)  increasing  the  number  of  meetings  on  or  education  activities  about  grant  project  (26  grantees), 
and  (3)  hiring  more  staff  (25  grantees). 

D.  GRANT  EXPENDITURES 

Grantees'  expenditures  for  the  first  3  months  of  the  grant  were  consistent  with  their  reported 
progress  on  projects.  Furthermore,  overall  spending  remained  well  within  the  one-third  limit  on 
capital  expenditures.2  HCFA  awarded  a  total  of  $5,560,859  to  the  127  reporting  grantees  for  the 
first  year  of  their  grants-an  average  of  $43,786  per  grantee.3  Three  months  after  award,  the  1 27 
reporting  grantees  had  spent  approximately  13  percent  ($738,404)  of  first-year  funds,  an  average 
of  $5,814  per  grantee.  Average  grant  expenditures  were  similar  to  those  of  the  1991  and  1992 
cohorts  (Cheh  et  al.  1992,  and  Cheh  et  al.  1993). 

As  in  previous  years,  1994  grantees  spent  the  highest  proportion  of  grant  funds  on  salaries 
and  fringe  benefits  (44  percent)  (Cheh  et  al.  1992,  and  Cheh  et  al.  1993).  Only  16  percent  of  their 


2See  Omnibus  Reconciliation  Act  of  1989,  P  L.  239,  Section  4005  (e). 
3 One  grantee  did  not  report  expenditures. 
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expenditures  were  used  for  equipment  and  capital.  Expenditures,  by  category,  for  the  first 
3  months  of  the  grant  were: 

•  Salaries  and  fringe  benefits:  $328,200  (44  percent) 

•  Nonphysician  contracts:  $170,449  (23  percent) 

•  Equipment  and  capital:  $118,801  (16  percent) 

•  Other:  $53,638  (7  percent) 

•  Supplies:  $26,274  (4  percent) 

•  Physician  contracts:  $24,347  (3  percent) 

•  Travel:  $16,695  (2  percent) 

Not  surprisingly,  only  2  grantees  reported  spending  more  than  75  percent  of  first-year 
funding.  These  grantees  reported  significant  progress  on  their  Rural  Health  Clinic  projects.  One 
of  the  two  reported  full  implementation  of  the  clinic  after  spending  all  of  its  first-year  budget 
The  other  grantee  had  spent  99  percent  of  its  first-year  funds  attempting  to  recruit  physicians  and 
midlevel  practitioners  for  its  clinic,  but  still  must  recruit  midlevel  practitioners. 

A  large  proportion  of  1994  grantees  spent  no  grant  funds  during  the  first  3  months  of  the 
grant  period.  Of  the  49  grantees  spending  nothing  during  the  first  3  months,  1  completed  all  its 
objectives,  29  reported  being  at  least  on  schedule,  and  19  were  behind  schedule  on  at  least  1 
objective.  The  grantee  mat  reported  completing  all  its  objectives  had  implemented  a  Rural  Health 
Clinic  by  hiring  a  medical  director  and  a  physician  assistant  and  may  request  grant  funds  at  a  later 
date,  for  salary  payments.  The  most  common  problems  cited  by  grantees  that  spent  nothing  and 
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were  behind  schedule  on  at  least  one  objective  included  administrative  or  operational  difficulties 
(seven  grantees),  lack  of  personnel  (five  grantees),  and  recruiting  or  retention  problems  (four 
grantees)  The  most  common  responses  to  these  problems  included  reorganizing  staff  or 
resources  (seven  grantees)  and  increasing  recruiting  (five  grantees). 
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IV.  1 995  GRANT  SOLICITATION  PROCESS  AND 
APPLICANT  CHARACTERISTICS 


A.  SOLICITING  AND  SCORING  THE  APPLICATIONS  AND  SELECTING 
GRANTEES 

The  Health  Care  Financing  Administration  (HCFA)  solicited  applications  to  the  1995  Rural 
Health  Care  Transition  (RHCT)  grants  program  by  sending  letters  and  application  forms  to 
approximately  2,000  rural,  nonprofit  hospitals.  As  in  previous  years,  an  eligible  hospital  had  to 
be  a  non-Federal,  nonproprietary,  short-term,  general  acute-care  hospital  with  fewer  than  100 
beds.  It  also  had  to  be  classified  as  a  rural  hospital  under  Medicare's  prospective  payment 
system.1  Hospitals  that  had  received  grants  in  1993  or  1994  and  that  had  accepted  maximum 
grant  funding  for  their  continuation  in  1995  were  ineligible.2  HCFA  received  applications  from 
308  hospitals,  227  submitted  individual  applications,  and  the  remaining  81  applied  in  19 
consortia. 


'PL.  100-203,  Section  4005(e). 

2Because  recipients  of  RHCT  grants  between  1989  and  1992  have  completed  their  grant 
projects,  they  were  eligible  to  apply  for  the  1995  grants  program.  Any  1993  or  1994  grantee  that 
gave  up  grant  funding  or  that  received  less  than  the  maximum  allowable  amount  also  was  eligible 
to  apply  for  a  1995  grant.  A  total  of  seven  1989  grantees,  seven  1990  grantees,  seven  1991 
grantees,  eight  1992  grantees,  and  three  1993  grantees  received  1995  awards.  No  1994  grantee 
received  an  award  in  1995.  In  addition,  two  1990  and  two  1993  grantees  received  1995  awards 
as  members  of  a  consortium  but  received  no  funding. 
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Technical  panels  reviewed  and  scored  the  applications  according  to  the  following  five  criteria 
mandated  by  Congress: 


1.  Understanding  the  problems  facing  the  hospital 

2.  Likelihood  of  a  successful  impact  resulting  from  the  grant 

3.  Potential  for  improving  access  to  care 

4.  Degree  of  community  coordination  demonstrated 

5.  Potential  to  reduce  Medicare  expenditures 

The  panels  submitted  scores  to  HCFA  in  May  1995.  The  scores  were  then  normalized  using 
standard  statistical  techniques  to  account  for  panel  variation.3  HCFA  selected  grant  award 
winners  using  the  process  described  in  Chapter  I. 

HCFA  awarded  grants  to  61  hospitals~37  grants  to  individual  hospitals  and  24  grants  to 
hospitals  in  5  consortia.4  Slightly  more  than  $2.8  million  was  awarded  to  the  61  grantees  for 
fiscal  year  1995.  The  majority  of  the  grants  were  in  the  amount  of  $50,000  per  year,  for  3  years. 
The  largest  grant  awards  were  for  $150,000  over  3  years;  the  smallest  was  $1 1,570  over  2  years. 
Appendix  A  lists  the  1995  grantees  and  their  first-year  grants,  by  State. 


3See  Appendix  B  for  information  on  the  score  adjustment  process. 

4A  total  of  65  hospitals  were  awarded  projects.  However,  4  of  the  65  hospitals,  all  members 
of  a  9-hospital  consortium,  are  not  receiving  grant  funds 
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B.  GEOGRAPHIC  DISTRIBUTION  OF  THE  APPLICANTS 

HCFA  received  applications  from  309  hospitals  for  the  1995  RHCT  grants  program  (Table 
IV.  1).  Only  16  percent  of  eligible  hospitals  nationwide  applied.5  Applications  came  from 
hospitals  in  43  of  47  States  and  territories  with  eligible  hospitals.6 

Application  rates  of  eligible  hospitals  varied  across  census  divisions.  The  West  North 
Central  and  East  North  Central  census  divisions  had  the  highest  application  rates  (25  and 
18  percent,  respectively).  The  West  South  Central  and  East  South  Central  census  divisions  have 
the  lowest  rates  (9  percent  each),  the  rates  in  the  New  England  and  Middle  Atlantic  census 
divisions  were  only  slightly  higher  (10  and  13  percent,  respectively). 

Application  rates  varied  across  States  as  well.  Puerto  Rico  (67  percent)  and  Nebraska 
(65  percent)  had  the  highest  application  rates.  Other  States  with  high  application  rates  were 
South  Dakota  (3 1  percent),  Colorado  and  North  Carolina  (29  percent  each),  and  Maryland  and 
Michigan  (25  percent  each)  7  In  contrast,  a  number  of  States  had  low  or  zero  application  rates 
None  of  Massachusetts' s  2  eligible  hospitals,  Hawaii's  8  hospitals,  Nevada's  1 1  hospitals,  and 
Utah's  19  hospitals  applied  for  grants  in  1995.  Other  States  with  low  application  rates  were  New 
York  ( 3  percent),  Alabama  (4  percent)  and  Virginia  (5  percent). 


'HCFA  supplied  counts  of  eligible  hospitals,  by  State.  The  total  was  1,961  eligible  hospitals 
(as  shown  in  Table  IV.  1). 

6The  count  includes  Puerto  Rico. 

7Nebraska  and  South  Dakota  also  had  some  of  the  highest  application  rates  for  the  1994 
grants  (43  and  3 1  percent,  respectively). 
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TABLE  IV.  I 

RURAL  HEALTH  CARE  TRANSITION  GRANTS  PROGRAM  1995  ELIGIBLE  HOSPITALS 
PROPOSALS  RECEIVED.  AND  AWARDS 


Census  Division  and  State 

Number  of 
Eligible  Rural 
Hospitals 

Percentage 
of  Eligible 
Hospitals 
Nationwide 

Number  of 
Proposals 
Received 

Number  of 
Hospitals 
that  Applied 

Percentage 
of  Eligible 
Hospitals 

that  Applieo 

Number  of 
Hospitals  with 
Awards 

Percentage 
of  Eligible 
Hospitals 
Awarded  Grants 

First-Year 

Fit  rwti  nat 

Level 
(S) 

New  England 
Maine 

Massachusetts 
New  Hampshire 
Vermont 

17 
2 
II 
10 

087 
0.10 
056 
051 

2 
0 
1 
1 

2 
0 
1 

II  76 
000 
909 

1000 

| 

0 
1 
1 

J. SB 

0.00 
9  09 
10  00 

50,000 
•in  AAA 

30.000 

Total 

40 

204 

4 

4 

1000 

3 

7.50 

130.000 

Middle  Atlantic 
New  York 
Pennsylvania 
Puerto  Rico 

30 
15 
3 

1.53 
0  76 
0.15 

1 

3 
2 

1 

3 
2 

333 
20  00 
66.67 

0 
1 
1 

000 
667 
33  33 

30.000 
50,000 

Total 

48 

245 

6 

6 

12  50 

2 

4.17 

100.000 

South  Atlantic 
Florida 
Georgia 
Maryland 
North  Carolina 
South  Carolina 
Virginia 
West  Virginia 

23 
75 
4 
42 
18 
22 
26 

1  17 
382 
020 

2  14 
092 
1  12 
1.33 

1 

8 
1 

12 
2 
1 

3 

5 
8 
1 

12 

2  • 
1 

6 

21.74 
10  67 
25  00 
2857 
11.11 
455 
23.08 

4 
1 
1 
1 
I 

1 
1 

1739 
1  33 

2500 
2.38 

5  SA 

J.JO 

455 
3.85 

200.000 
49.100 
50.000 
50.000 

43.UU0 

50.000 
47,000 

Total 

210 

10.71 

28 

35 

1667 

10 

4.77 

491.100 

East  South  Central 
Alabama 

Kentucky 

Mississippi 

Tennessee 

45 
49 
68 
49 

229 
250 
347 
250 

2 
5 
4 
8 

2 
5 
4 
8 

444 

1020 
588 
1633 

1 
1 
1 
1 

222 
2.04 
1  47 
204 

50.000 
50.000 
50.000 
50.000 

Total 

211 

10.76 

19 

19 

900 

4 

1  90 

200.000 

TABLE  fV  I  (continued) 


Census  Division  and  Stale 


Number  of 
Eligible  Rural 
Hospitals 


Percentage 
of  Eligible 
Hospitals 
Nationwide 


Number  of 
Proposals 
Received 


Number  of 
Hospitals 
that  Applied 


Percentage 
of  Eligible 
Hospitals 

that  Applied 


Number  of 
Hospitals  with 
Awards 


Percentage 
of  Eligible 
Hospitals 
Awarded  Grants 


First-Year 
Funding 
Level 
($) 


West  South  Central 


47 

7  dCI 

7 

7 

l  A  on 
14  8V 

1 

2  13 

50.000 

Louisiana 

56 

286 

5 

5 

893 

1 

1  79 

50.000 

Oklahoma 

69 

3.52 

a 
n 

a.  »u 

i 
1 

1.45 

50,000 

Texas 

177 

903 

12 

12 

6.78 

1 

0.56 

50,000 

Total 

tag 

1 7  no 

1  '.(HI 

D  an 
SOU 

4 

1.15 

200,000 

west  North  central 

Iowa 

91 

4.64 

14 

17 

18.68 

1 

1.10 

50.000 

Kansas 

in? 

J.av 

i  a 
1  o 

10 

l  c  an 
1  3.09 

1 

0.98 

50.000 

Minnesota 

95 

484 

14 

14 

14.74 

2 

2  11 

100.000 

Miiwuri 

53 

2.70 

7 

7 

1171 
1  J. a  1 

■ 
1 

1  89 

50.000 

Nebraska 

74 

3.77 

15 

48 

64  86 

5' 

676 

63.000 

Nonn  uaKoia 

c 

3 

(1 

22  50 

1 

250 

50.000 

South  Dakota 

49 

2.50 

7 

i «; 
■  ^ 

in  At 

JU.O 1 

• 
1 

2.04 

25.000 

Tntal 

1  OiaU 

at  J.  rv 

/  0 

1  atO 

aj.UU 

12 

2  38 

388.000 

East  North  Central 

Illinois 

J  1 

2.9] 

n 
V 

9 

15.79 

1 

1.75 

50.000 

Indiana 

31 

1  CO 

1  58 

3 

4 

12.90 

2 

6.45 

100.000 

ftjl  tr  n  i  oat  i* 

oc 

JU 

7 

4b.  OO 

A 
** 

\A 

aj.UU 

1 1 

19.64 

550.000 

Ohio 

32 

1  63 

3 

3 

938 

1 

3.13 

49.920 

Wisconsin 

57 

2  91 

10 

13 

22  81 

2 

1  51 

IUU.UUU 

Total 

233 

11  88 

29 

43 

1845 

17 

7.30 

849,920 

Mountain 

Arizona 

28 

143 

2 

2 

7  14 

1 

357 

48.129 

Colorado 

41 

2  09 

5 

12 

29  27 

1 

2.44 

50.000 

Idaho 

34 

1.73 

3 

3 

882 

1 

2.94 

50.000 

Montana 

47 

240 

2 

7 

1489 

1 

213 

33.360 

Nevada 

II 

0  56 

0 

0 

000 

0 

000 

New  Mexico 

26 

1  33 

2 

2 

7  69 

1 

385 

49,965 

Utah 

19 

097 

0 

0 

000 

0 

000 

Wyoming 

20 

1  02 

4 

4 

20  00 

1 

5  00 

49.835 

Total 

226 

II  52 

18 

30 

13  27 

6 

265 

281.289 

TABLE  fV. I  (continued) 


Census  Division  and  State 


Number  of 
Eligible  Rural 
Hospitals 


Percentage 
of  Eligible 
Hospitals 
Nationwide 


Number  of 
Proposals 
Received 


Number  of 
Hospitals 
that  Applied 


Percentage 
of  Eligible 
Hospitals 
that  Applied 


Number  of 
Hospitals  with 
Awards 


Percentage 
of  Eligible 
Hospitals 
Awarded  Grants 


First-Year 
Funding 
Level 

(S) 


Pacific 
Alaska 
California 
Hawaii 
Oregon 
Washington 


18 

47 
8 

29 
38 


092 
240 

0  41 

1  48 
1.94 


5  56 
12.77 

0.00 
10.34 
15  79 


0 
I 

0 

I 
I 


000 
2.13 
000 
345 
2.63 


50,000 

50.000 
50,000 


Total 


140 


7.14 


IS 


16 


11.43 


_2J4_ 


150.000 


National  Total 


1,961 


100.0 


227 


309 


15.76 


61 


3.11 


2,810309 


Source:    National  Biosystems,  based  on  1 992  data 

'The  five  Nebraska  hospitals  belong  to  a  nine-hospital  consortium;  four  of  the  consortium  members  are  not  receiving  grant  funds. 
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It  difficult  to  discern  from  the  available  data  exactly  what  factors  account  for  the  variation 
in  application  rates  across  census  divisions  and  States.  In  the  case  of  a  few  States,  there  are  some 
plausible  explanations.  For  example,  Puerto  Rico  and  Maryland  each  have  three  eligible 
hospitals.  In  these  two  cases,  the  high  rates  likely  are  a  consequence  of  the  small  number  of 
eligible  hospitals,  as  a  single  application  would  result  in  a  high  rate.  Similarly,  the  low  rates  in 
Utah  and  Nevada  may  be  explained  by  the  large  proportion  of  eligible  hospitals  receiving  grant 
awards  in  1993  and  1994.  More  than  one-half  of  the  eligible  hospitals  in  Utah  (53  percent,  or 
1 0  hospitals)  and  more  than  one-third  of  those  in  Nevada  (36  percent,  or  4  hospitals)  have 
existing  grants.  However,  although  the  proportion  of  hospitals  with  continuing  grants  might  have 
contributed  to  lower  application  rates  in  specific  areas,  in  general,  the  two  factors  are  unrelated.* 

One  possible  explanation  for  the  difTerence  in  application  rates  is  the  presence  of  consortia  9 
In  the  2  census  divisions  with  the  highest  application  rates  (West  North  Central  and  East  North 
Central),  approximately  35  percent  of  the  applicants  applied  as  consortium  members,  compared 
with  26  percent  nationwide  (not  shown  in  the  table).  In  contrast,  the  four  census  divisions  with 
the  lowest  application  rates  (New  England,  Middle  Atlantic,  East  South  Central,  and  West  South 
Central),  had  no  consortium  applications. 


*The  correlation  coefficient  between  the  proportion  of  hospitals  in  the  state  with  continuing 
grants  and  the  state's  application  rate  was  -.04 

9In  Table  IV.  1 ,  States  with  consortia  can  be  identified  by  comparing  the  number  of  proposals 
received  with  the  number  of  hospitals  applying.  Those  with  fewer  proposals  than  hospitals 
applying  have  at  least  one  application  from  a  consortium. 
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The  association  between  application  rates  and  presence  of  consortia  also  was  observed  at  the 
state  level.  In  two-thirds  of  the  12  States  with  at  least  1  consortium,  at  least  20  percent  of  their 
eligible  hospitals  applied  for  grants.  In  contrast,  20  percent  or  more  of  the  eligible  hospitals 
applied  for  grant  funds  in  only  16  percent  of  the  3 1  States  with  no  consortium  applications.  Of 
the  7  States  with  a  25  percent  or  higher  application  rate,  4  (Colorado,  Michigan,  Nebraska,  and 
South  Dakota)  had  at  least  1  consortium  application.  Moreover,  the  mean  hospital  application 
rates  for  the  12  States  with  at  least  1  consortium  was  25  percent,  compared  with  the  14  percent 
for  the  3 1  States  without  a  consortium  application,  a  difference  that  is  statistically  significant 10 
Thus,  it  would  appear  that  some  hospitals  may  not  have  had  the  resources  or  the  inclination  to 
apply  for  grants  on  their  own,  but  that,  by  becoming  a  member  of  a  consortium,  they  could 
overcome  those  barriers.  However,  the  information  available  does  not  explain  what  factors  might 
account  for  the  differences  in  consortium  formation  across  States  and  census  divisions. 

C.  FEDERAL  AND  EXTERNAL  FUNDING 
1.    Federal  Funding 

Most  of  the  309  hospitals  that  applied  for  the  1 995  RHCT  grants  program  requested  3  years 
of  funding,  and  most  of  those  awarded  grants  received  3-year  grant  funds.  HCFA  awarded  a  total 
of  $2,810,309  for  the  first  year  to  61  grant  recipients,  an  average  of  $46,071  per  grant.  One 
recipient  received  a  1-year  grant  and  three  received  2-year  grants.  The  anticipated  totals  for  the 


,0The  t-test  for  the  difference  between  means  yielded  a  t-value  of  -2.74  (p  <  .01). 
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second  and  third  year  of  the  grants  are  $2,752,790  ($45,880  per  grant)  and  $2,625,954  ($46,069 
per  grant),  respectively. 

2.   External  Funding 

HCFA  encouraged  grant  applicants  to  seek  external  funding  to  complement  grant  funds  and 
asked  hospitals  to  document  in  their  applications  any  external  funding  that  they  expected  to 
receive  for  their  projects.  HCFA  instructed  grant  review  panels  to  consider  external  project 
funding  as  evidence  of  community  coordination,  and  to  rank  applicants  with  strong  community 
coordination  higher  than  others.  Consequently,  having  external  funding  should  increase  the 
likelihood  that  proposed  projects  would  receive  Federal  funds. 

In  contrast  to  previous  years,  however,  a  larger  proportion  of  funded  proposals  than 
nonfunded  ones  did  not  expect  to  receive  any  external  funding  (Table  IV.2).  Six  of  the  61 
hospitals  awarded  1995  grants  (10  percent)  proposed  no  external  funding;  13  of  the  244 
nonfunded  hospitals  (5  percent)  proposed  no  external  funding.  The  broad  definition  of  external 
funding,  the  various  methods  that  hospitals  use  to  quantify  in-kind  support,  and  the  softness  of 
funding  commitments  suggest  caution  in  interpreting  data  provided  by  hospitals  on  this  topic 

Typical  sources  of  external  funding  reported  by  applicants  were  the  hospital  itself  and  the 
hospital  auxiliary.  Many  hospitals  indicated  that  they  intended  to  supplement  grant  funds  with 
funds  they  had  already  committed  to  the  project,  or  with  funds  that  would  be  committed  if  they 
received  a  grant.  Typically,  nongrant  monies  were  slated  for  equipment  purchases  needed  for  a 
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TABLE  IV.2 

EXTERNAL  FINANCING  OF  FUNDED  AND  NONFUNDED 

1995  APPLICANTS 


Funded 

Nonfunded 

Hospitals 

Hospitals 

Median  Value  of  External  Financing 

$116,400 

$104,481 

Maximum  Value  of  External  Financing 

$2,418,127 

$5,448,322 

Number  of  Hospitals  with  No  External  Financing 

6 

13 

Total  Number  of  Hospitals 

61' 

244 

SOURCE:  National  Biosystems,  1995. 

•Five  hospitals,  in  Nebraska,  belong  to  a  nine-hospital  consortium,  four  of  the  consortium 
members  are  not  receiving  grant  funds. 
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project,  because  equipment  costs  often  exceeded  the  one-third  capital  budget  limit  imposed  by 
Congress  on  grant  expenditures. 

Project  revenue  was  another  common  source  of  proposed  external  funding.  Some  hospitals 
developed  revenue  projections  and  indicated  that  project  revenues  would  be  used  to  fund  future 
project  costs.  Other  hospitals  reported  that  they  expected  project  revenues  to  make  up  the 
difference  between  expected  costs  and  the  amount  requested  from  the  grants  program. 

D.  COMPARISON  OF  APPLICANTS  FROM  1989  THROUGH  1995 

The  number  of  1995  applicants  (309)  was  the  lowest  since  the  inception  of  the  RHCT  grants 
program  and  was  less  than  half  the  number  that  applied  during  the  first  program  year,  in  1989 
(Table  IV.3).  The  change  reflects  a  gradual  and  consistent  decrease  in  the  number  of  applicants 
between  1989  and  1995.  This  decrease  was  the  result  of  four  factors: 

1.  The  pool  of  eligible  hospitals  was  smaller  in  1995  than  in  previous  years  because 
hospitals  that  had  been  awarded  grants  in  either  1993  or  1994  and  that  had  received 
maximum  continuation  grant  funding  in  1994  could  not  immediately  benefit  from  a 
1995  award;  therefore,  they  had  limited  incentive  to  apply." 

2.  Some  previous  applicants  that  were  not  awarded  grants  became  discouraged  and  did 
not  apply  again  in  1994. 

3.  The  pool  of  rural  hospitals  was  smaller  as  a  result  of  closures,  conversions,  and  urban 
hospital  reclassifications. 

4.  In  light  of  the  uncertainty  over  the  Federal  budget,  some  hospitals  may  have  been 
reluctant  to  expend  resources  to  apply  for  a  grant. 


"Hospitals  with  maximum  funding  in  1995  from  a  1993  or  1992  grant  could  secure  future 
grant  financing  by  receiving  a  1995  award  (and  giving  up  an  earlier  grant). 

41 


Since  the  grants  program  began,  in  1989,  applications  from  the  South  have  decreased  and 
applications  from  the  Midwest  have  increased  (Table  IV.3).  The  proportion  of  applicants  from 
the  South  fell  to  27  percent  in  1995,  a  level  that  is  12  percentage  points  less  than  the  proportion 
of  eligible  hospitals  in  the  region  (39  percent).  Conversely,  the  proportion  of  applicants  from  the 
Midwest  increased  to  55  percent  in  1995,  approximately  17  percentage  points  higher  than  the 
proportion  of  eligible  hospitals  from  that  region  (38  percent).  The  proportion  of  applicants  from 
the  West  fluctuated  somewhat,  from  a  high  of  23  percent  in  1 992  to  a  low  of  1 5  percent  in  1 995. 
The  15  percent  of  applicants  from  the  West  is  slightly  less  than  the  proportion  of  eligible  hospitals 
from  that  region  (19  percent).  The  proportion  of  applicants  from  the  Northeast  (3  percent) 
remained  approximately  proportional  to  the  percentage  of  eligible  hospitals  in  1995  (4  percent) 

E.  COMPARISON  OF  GRANTEES  FROM  1989  THROUGH  1995 

Comparing  awards  across  the  7  years  of  the  RHCT  grants  program  shows  that  the  number 
of  grantees  declined,  from  a  high  of  212  grantees  in  1990  to  a  low  of  61  in  1995  (a  decrease  of 
71  percent),  but  that  funding  levels  did  not  decline.  The  average  first-year  award  for  the  1995 
grant  recipients  was  $46,701,  slightly  larger  than  those  in  previous  years  (Table  IV.4).  The 
amount  of  the  average  first  year-award  has  been  surpassed  only  once,  by  the  1993  grant  awards 
($47,959).  In  previous  years,  the  amount  of  the  average  first-year  grant  award  fluctuated  between 
$42,000  and  $45,000. 

The  geographic  distribution  of  grantees  represents  two  factors:  ( 1 )  the  number  of  applicants, 
by  region  (Table  IV.3);  and  (2)  HCFA's  intention  to  create  regional  balance  in  the  program 
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(Table  IV.4).12  The  proportion  of  awards  in  the  Northeast  varied  between  three  percent  and  eight 
percent,  reaching  eight  percent  in  1995.  The  proportion  in  the  Midwest  varied  between 
40  percent  in  1989  and  48  percent  in  1995,  and  the  proportion  in  the  South  ranged  between 
34  percent  (1989)  to  23  percent  (1992),  with  30  percent  in  1995.  In  the  West,  except  in  1992  and 
1994,  the  percentage  of  awards  reflected  the  changes  in  the  percentage  of  applications  from  that 
region,  the  percentages  rose  to  29  percent  in  1 992  and  to  26  percent  in  1 994.  This  pattern  partly 
can  be  explained  by  awards  to  a  consortium  of  seven  hospitals  in  Nevada  in  1992  and  to  a 
consortium  of  seven  hospitals  in  Utah  in  1994. 

The  percentage  of  grantees  in  funded  consortium  projects  was  39  percent  in  1995.  This 
percentage  was  much  higher  than  the  20  to  30  percent  in  previous  years. 


**Thus,  the  regional  distribution  of  grant  awards  generally  represents  the  regional  distribution 
of  eligible  hospitals. 
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TABLE  IV.3 


DISTRIBUTION  OF  GRANT  APPLICANTS,  PV  REGION: 
1989  THROUGH  1995 


1989 

1990 

1991 

1992 

1993 

1994 

1995 

Number  of  Applicants 

704 

502 

445 

387 

394 

346 

309 

Percentage  Distribution,  by  Region 

Midwest 

36 

51 

46 

47 

46 

47 

55 

Northeast 

6 

3 

4 

2 

4 

4 

3 

South 

40 

29 

30 

28 

31 

30 

27 

West 

18 

17 

20 

23 

19 

20 

15 

SOURCE:  National  Biosystems,  1995. 
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TABLE  IV.4 


COMPARISON  OF  AWARDS.  BY  REGION: 
1989  THROUGH  1995  GRANTEES 


1  Aon 

1989 

1990 

0 

1992 

1993 

1994 

1995 

Number  of  Grantees 

184 

212 

187 

163 

178' 

I/O 

<S1* 
DI 

Average  First- Year  Funding 

Amount  (Dollars) 

44,861 

44,212 

43,708 

42  059 

47  959 

4rO,U/ 1 

Percentage  Distribution,  by 

Midwest 

40 

46 

47 

43 

45 

42 

48 

Northeast 

8 

3 

6 

5 

3 

5 

8 

South 

34 

33 

29 

23 

31 

27 

30 

West 

19 

18 

18 

29 

21 

26 

15 

Number  of  Consortia 

Projects 

11 

16 

14 

10 

13 

7 

5 

Percentage  of  Grantees  in 

Consortia 

21 

29 

26 

28 

28 

24 

39 

SOURCE:  National  Biosystems,  1995. 


•A  total  of  179  applications  were  approved  in  1993.  The  1993  application  for  Orange  City  Hospital,  in  Iowa, 
was  approved  by  HCFA  but  was  not  funded. 

bA  total  of  129  hospitals  were  awarded  grants  in  1994.  HCFA  rescinded  the  grant  of  one  hospital  that  also 
had  a  fully  funded  1993  grant. 

eA  total  of  65  hospitals  were  awarded  grants  in  1995.  However,  four  hospitals,  which  are  part  of  a  nine- 
hospital  consortium,  are  not  receiving  any  grant  funds. 
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V.  HOW  DO  GRANTEES  DEAL  WITH  MANAGED  CARE? 


Managed  care  contracting  in  rural  areas  may  conflict  with  the  main  goal  of  the  grant 
program-to  strengthen  the  financial  and  managerial  capability  of  the  grantees  so  that  they  can 
provide  necessary  services.  Managed  care  organizations  seek  to  increase  efficiency  and  to  reduce 
costs  in  the  delivery  of  care.  The  tools  that  these  organizations  use  to  reach  their  goals  include 
an  emphasis  on  preventive  care  and  utilization  controls  to  eliminate  excessive  utilization  of 
expensive  services,  such  as  inpatient,  emergency  room,  or  specialist  services.  Managed  care 
organizations  also  contract  selectively  with  a  subset  of  providers,  offering  a  larger  patient  volume 
than  the  providers  otherwise  would  have  had  and,  in  return,  demanding  a  discount  on  the  charges 
These  actions  can  have  negative  effects  on  grantees  that  already  experience  low  profit  margins 
or  that  are  excluded  from  managed  care  contracts,  the  typical  Rural  Health  Care  Transition 
(RHCT)  grantee  operates  at  a  small  profit  margin  and  has  weak  financial  performance  (Bergeron 
etal.  1995). 

Managed  care  organizations  have  begun  to  enter  most  rural  areas,  yet  little  research  has  been 
conducted  to  determine  the  effects  of  managed  care  contracting  on  rural  providers,  and  especially, 
rural  hospitals.  Of  544  Health  Maintenance  Organizations  (HMOs)  in  the  48  contiguous  United 
States  in  1993,  326  (60  percent)  included  nonmetropolitan  counties  in  their  service  areas 
(Ricketts  et  al.,  1995).  Furthermore,  these  HMOs  included  in  their  service  areas  1,950  of  the 
2,258  (86  percent)  nonmetropolitan  counties  in  these  States.  However,  researchers  have  not 
examined  in  detail  the  extent  of  managed  care  contracting  nor  the  effects  of  such  contracting  on 

47 


mral  providers.  For  example,  nonmetropolitan  counties  included  in  an  HMO's  service  area  may 
be  served  only  partially,  either  by  serving  only  a  section  of  the  county  or  by  contracting  with  a 
limited  number  of  providers.  Another  study  found  that,  as  of  June  1984,  only  1 .7  percent  of  the 
nonmetropolitan  population  was  enrolled  in  an  HMO,  compared  with  9.7  percent  of  the 
population  nationwide  (Christianson  et  al.,  1986). 

Self-reported  accounts  from  36  grantees  describe  the  short-term  effects  of  managed  care 
contracting  on  rural  hospitals.  Many  of  the  grantees  related  negative  effects  on  their  viability 
Almost  all  the  grantees  reported  having  some  experience  with  managed  care  contracting  through 
Medicaid  reform  initiatives  or  commercial  or  Medicare  contracts,  although  several  reported  that 
it  was  too  early  to  report  how  managed  care  contracting  was  affecting  the  hospital.  Of  the  20 
grantees  that  reported  being  affected  by  managed  care  contracting,  the  overwhelming  majority 
(16)  reported  negative  effects,  only  4  grantees  reported  positive  effects.  The  remaining  16  of  the 
36  grantees  reported  neutral  or  no  effects. 

This  chapter  presents  our  findings  from  the  36  telephone  interviews.  Section  A  describes  our 
method  of  selecting  the  sample  of  grantees  for  interviews.  Section  B  discusses  the  extent  and 
type  of  managed  care  contracting  among  grantees.  Section  C  discusses  the  effects  of  managed 
care  contracting  on  grantee  utilization,  finances,  and  operations,  and  Section  D  presents  the 
activities  that  grantees  undertook  to  prepare  for  or  respond  to  managed  care  contracting.  Section 
E  discusses  the  few  cases  in  which  managed  care  contracts  affected  grantees'  projects  or  in  which 
projects  affected  managed  care  efforts.  Finally,  Section  F  provides  a  summary  and  discussion  of 
the  chapter. 
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A.  TELEPHONE  INTERVIEWS  WERE  USED  TO  COLLECT  DATA  FROM  A 
SAMPLE  OF  GRANTEES 

We  collected  information  on  the  managed  care  experiences  of  36  RHCT  grantees  (split 
evenly  between  the  1993  and  1994  cohorts)  through  telephone  discussions  with  hospital 
administrators  or  their  designees.  We  selected  grantees  for  these  interviews  in  two  phases: 
(1)  selecting  States  with  statewide  Medicaid  managed  care  reforms,  and  (2)  selecting  grantees 
within  those  States  according  to  statewide  commercial  managed  care  penetration.  We  used  a 
semistructured  protocol  (shown  in  Appendix  C)  to  guide  these  discussions. 

1.    Selected  States  with  Grantees  and  Statewide  Medicaid  Managed  Care  Reforms 

In  order  to  increase  the  chances  that  the  grantees  we  interviewed  would  have  some 
experience  with  managed  care,  the  interviews  were  conducted  in  States  where  managed  care  had 
expanded  into  rural  areas.  In  particular,  the  interviews  focused  on  grantees  in  States  that  had 
statewide  Medicaid  managed  care  initiatives.1  In  some  States,  these  initiatives  enrolled  Medicaid 
recipients  in  managed  care  organizations  and  in  other  States  Medicaid  recipients  were  required 


'Usually,  States  need  to  obtain  a  waiver  from  requirements  to  comply  with  provisions  of  the 
Federal  Medicaid  law  before  contracting  with  managed  care  organizations  or  mandating  primary 
care  case  managers  for  Medicaid  recipients.  The  two  most  common  waivers  that  States  seek  to 
implement  Medicaid  managed  care  initiatives  are  Section  1 1  IS  waivers  and  Section  1915(b) 
waivers.  Section  1 1 1 5(a)  of  the  Social  Security  Act  allows  States  to  waive  compliance  with  a 
broad  range  of  regulations  for  a  limited  time,  as  a  demonstration  project.  Among  the 
requirements  that  can  be  waived  are:  statewideness  of  program,  eligibility  criteria,  benefits, 
comparability  of  services,  freedom  of  choice  and  payment  mechanism  for  providers.  Section 
1915(b)  waivers  were  authorized  by  Section  2175  of  the  Omnibus  Budget  Reconciliation  Act  of 
1981,  and  waive  the  requirement  of  States  to  ensure  that  Medicaid  recipients  have  freedom  of 
choice  of  providers.  This  waiver  also  allows  States  to  not  comply  with  Federal  requirements  such 
as  statewideness  of  program  and  comparability  of  benefits  among  Medicaid  recipients. 
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to  use  a  specified  primary  care  provider  to  render  or  approve  all  medical  care  (the  primary  care 
case  management  approach).  We  expected  that  the  stdewide  nature  of  these  initiatives  would 
ensure  that  the  grantees  in  those  States  would  have  at  least  some  contact  with  managed  care 

States  with  Medicaid  managed  care  initiatives  were  identified  with  the  June  1994  editions 
of  the  "Medicaid  Managed  Care  Enrollment  Report"  and  the  "National  Summary  of  State 
Medicaid  Managed  Care  Programs"  (U.S.  Department  of  Health  and  Human  Services,  Health 
Care  Financing  Administration,  Office  of  Managed  Cut  1994a  and  1994b).  HCFA  staff  and  the 
"Section  191 5(b)  Waivers  Quarterly  Report"  from  the  Acting  Director  of  the  Medicaid  Managed 
Care  Team  confirmed  the  statewideness  of  the  initiatives  we  identified.  Summary  information 
about  these  statewide  Medicaid  managed  care  reforms  is  presented  in  Appendix  D. 

In  addition  to  statewide  Medicaid  initiatives,  managed  care  could  have  entered  rural  areas 
through  other  means.  Some  commercial  managed  care  plans  have  expanded  by  enrolling  rural 
providers  in  their  networks  and  then  marketing  their  services  to  employers  in  rural  areas 
Managed  care  can  also  enter  rural  areas  through  programs  for  State  employees.  For  example, 
West  Virginia  contracted  with  several  managed  care  organizations  to  deliver  care  to  State 
employees  statewide.  Finally,  managed  care  for  Medicare  beneficiaries  has  been  expanding 
rapidly  and  some  plans  that  serve  Medicare  beneficiaries  may  move  into  rural  areas. 

2.   Selected  Grantees  in  States  with  the  Strongest  Managed  Care  Presence 

Having  selected  the  13  States  with  statewide  Medicaid  managed  care  initiatives  or  primary 
care  case  management  (PCCM)  programs,  we  selected  our  sample  of  36  grantees  as  follows 
(Table  VI): 
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TABLE  V  I 


NUMBER  OF  GRANTEES  IN  STATES  WITH  STATEWIDE  MEDICAID  MANAGED  CARE  REFORMS 
AND  SAMPLE  INTERVIEWED  FROM  EACH  STATE 


State/Medicaid 
Reform  Program 
Type 

Name  of  Medicaid  Reform  Program 

Statewide  Commercial  Managed 
Care  Penetration.  1993 
(Percent) 

Statewide  Medicaid  Managed 
Care  Penetration,  1994 
(Percent) 

Number  of  Grantees 
in  State 

Number  of 
Grantees  in 
Sample 

Slates  that  Contract  with  Managed  Care  Orfanfaailoiw 

Arizona 

Arizona  Health  Care  Cost  Containment  System 
(AHCCCS)(1115  waiver) 

32  9 

100 

5 

3 

Oregon 

Oregon  Health  Plan  (1115  waiver) 

31.5 
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5 

4 

Hawaii 

Quality  care,  ensuring  universal  access, 
encouraging  efficient  utilization,  stabilizing 
costs,  and  transforming  the  way  health  care  is 
provided  to  public  clients  (QUEST)  (HIS 
waiver} 

22.3 

80 

1 

1 

Florida 

Community  Medical  Plan  (voluntary-no  waiver 
needed} 

17  6 

NR 

3 

3 

New  Hampshire 

Health  source.  Inc.  (voluntary-no  waiver 
needed) 

13.6 

NR 

2 

Tennessee 

TennCare  (1115  waiver) 

5.7 

100 

3 

3 

Slates  that  Use  Primary  Care  Case  Manafement  (all  through  1915(b)  waivers) 

Colorado 

Primary  Care  Physician  Program 

23.2 

42 

7 

6 

Michigan 

Physician  Sponsor  Plan 

18.4 

26 

6 

6 

New  Mexico 

Primary  Care  Network 

15.7 

53 

8 

2 

Maryland 

Maryland  Access  to  Care  Program  (MAC) 

3.2 

50 

1 

1 

Arkansas 

Primary  Care  Physician 

2.8 

NR 

6 

2 

North  Dakota 

North  Dakota  Access 

0.5 

60 

7 

2 

West  Virginia 

WV  Physician  Assured  Access  System  (PAAS) 

0 

NR 

5 

2 

SOURCE:  Statewide  commercial  penetration  rates  provided  by  Group  Health  Association  of  America,  1994.  Statewide  Medicaid  managed  care  penetration  rates  provided  by  Horvath  and  Kaye, 
1995.  Other  information  provided  by  the  Medicaid  Managed  Care  Program  Summary,  June  30,  1994.  Enrollment  figures  for  Hawaii  and  Tennessee  provided  by  state  program  staff. 
Enrollment  figure  for  Oregon  provided  by  Woodward,  1995. 


NOTE:      The  table  includes  only  states  with  grantees,  and  only  active  grantees  appear  in  table.  The  total  number  of  grantees  in  selected  suites  was  59;  the  total  number  of  grantees  in  the  sample 
was  36. 


NR  means  that  the  State  did  not  report  this  percentage. 


•  To  reduce  the  burden  on  grantees,  we  excluded  from  our  sample  the  1 993  grantees 
that  had  completed  telephone  interviews  last  year  and  1993  grantees  that  had  been 
selected  for  site  visits. 

•  We  targeted  all  grantees  in  the  6  States  (a  total  of  1 5  grantees)  that  use  managed  care 
organizations  (health  maintenance  organizations  [HMOs],  preferred  provider 
organizations,  or  other  organizations)  to  deliver  care  to  Medicaid  recipients,  because 
these  organizations  use  financial  incentives  (capitation  payments)  to  control 
utilization. 

•  After  selecting  as  many  as  2  grantees  (1  grantee  per  cohort)  from  each  of  the  7 
PCCM  States,  we  selected  the  remainder  of  grantees  from  PCCM  States  with  the 
greatest  managed  care  penetration  from  commercial  managed  care  organizations  (21 
grantees  total). 

This  selection  procedure  yielded  a  nonrandom  sample  that  reflect  the  variety  of  managed  care 
environments  in  these  States  The  procedure  also  placed  heavier  weight  on  grantees  in  States 
with  the  potentially  strongest  statewide  Medicaid  managed  care  initiatives,  and  on  grantees  in 
States  with  the  strongest  commercial  managed  care  presence.  Although  experiences  of  the 
36  interviewed  grantees  are  not  strictly  representative  of  entire  RHCT  1993  and  1994  grantee 
cohorts,  our  findings  certainly  relate  actual  experiences  of  grantees  in  the  selected  States  The 
36  grantees  are  a  majority  (61  percent)  of  grantees  in  the  selected  States,  as  a  result,  our  findings 
suggest  the  types  of  experiences  that  we  could  expect  grantees  in  these  States  to  have  with 
managed  care  contracting  either  through  Medicaid  initiatives  or  through  commercial  managed 
care  contracts. 
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B.  MOST  GRANTEES  PARTICIPATED  IN  MANAGED  CARE  CONTRACTING; 
MANY  CONTRACTS  STILL  PAID  HOSPITALS  FEE-FOR-SERVICE 

All  but  2  of  the  36  grantees  participated  in  managed  care  contracts,  either  through  the 

Medicaid  statewide  initiatives  or  through  commercial  contracts  with  HMOs  (Table  V.2).  Most 

grantees  participated  in  managed  care  contracts  for  both  Medicaid  and  other  populations;  28  of 

the  grantees  reported  commercial  or  Medicare  contracts,  and  33  reported  Medicaid  managed  care 

reform  participation  (19  in  PCCM  initiatives  and  14  in  reforms  involving  managed  care 

organizations).  Some  grantees  reported  that  the  State  Medicaid  managed  care  reforms  acted  as 

a  catalyst  to  expand  commercial  managed  care  efforts  throughout  the  State,  soon  afterward, 

managed  care  providers  entered  the  state  or  expanded  to  rural  areas  and  approached  grantees  with 

commercial  managed  care  contracts.  Several  grantees  reported  establishing  physician-hospital 

organizations  or  other  entities  to  contract  with  States  or  managed  care  organizations  (not  shown 

in  the  table). 

Often,  grantees  reported  that  their  motivation  for  signing  managed  care  contracts  was  to 
increase,  retain,  or  reclaim  patients.  Several  grantees  reported  signing  only  contracts  that  covered 
a  large  volume  of  area  patients,  and  some  grantees  willingly  discounted  their  charges  for  these 
contracts.  Other  grantees  feared  that  local  employers  eventually  would  use  managed  care 
insurers,  so  these  hospitals  contracted  with  managed  care  organizations  to  retain  their  present 
patient  base,  even  if  the  managed  care  organization  had  no  local  contracts  at  the  time.  For 
example,  when  the  State  of  West  Virginia  offered  a  managed  care  option  to  its  employees  in 
1994,  one  grantee  in  that  State  joined  with  other  hospitals  and  physicians,  formed  a  managed  care 
company  with  an  insurer,  and  won  a  contract  with  the  State  to  serve  its  employees.  Nonetheless, 
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TABLE  V.2 


GRANTEE  PARTICIPATION  IN  MANAGED  CARE  AND  INPATIENT  PAYMENT 
METHODOLOGY  OF  MANAGED  CARE  CONTRACTS 
FOR  SAMPLED  GRANTEES 


Total 


Medicaid 
Reform 
Initiatives 


Commercial 
or  Medicare 
Managed  Care 


Grantees  Participating  in  Managed 
Care 


Type  of  Payment  for  Inpatient  Services: 
Fee-for-service 

Managed  care  contract* 

PCCM* 
Per  diem 
DRG 
Capitation 
Cost  reimbursement 

Total  Grantees  Reporting  Contracts 


21 
19 
14 
5 
2 
1 

34 


3 

19 
8 
3 
2 
1 

33 


18 

n.a. 
8 
2 
0 
0 

28 


Grantees  Not  Participating  in 
Managed  Care 


Total  Grantees  Sampled 


36 


36 


36 


SOURCE:  Telephone  interviews  conducted  in  1 995. 

NOTE:      Grantees  could  participate  in  either  the  Medicaid  reform  initiative  or  commercial  or  Medicare 
managed  care,  or  both. 

'Contract  usually  contained  a  discount  of  5  to  20  percent  of  charges.  However,  6  grantees  negotiated 
contracts  that  paid  100  percent  of  charges. 

b  Gran  tees  in  PCCM  states  received  fee-for-service  payment  for  inpatient  services  to  Medicaid  patients. 
However,  grantees  must  obtain  prior  authorization  from  the  primary  care  physician  before  rendering 
services. 


PCCM  =  primary  care  case  management;  n.a  =  not  applicable,  DRG  =  diagnosis-related  group. 
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only  about  10  percent  of  the  area  employees  chose  the  managed  care  option  during  the  first  year 
Another  grantee  signed  a  managed  care  contract  to  reclaim  the  ^anents  it  lost  to  an  urban  hospital 
that  was  part  of  a  managed  care  organization's  provider  network. 

Managed  care  organizations  that  contract  with  States  or  employers  to  provide  care  to 
Medicaid  recipients  or  other  populations  usually  receive  a  fixed  payment  per  person  (capitation) 
from  the  State  or  employer  to  pay  for  covered  services.  Managed  care  organizations  then  contract 
with  hospitals  and  other  health  care  providers  to  deliver  care.  The  payment  arrangements  that 
managed  care  organizations  negotiate  with  health  care  providers  include  fee-for-service,  a  fixed 
payment  per  day  in  the  hospital  (per  diem),  a  fixed  payment  according  to  diagnosis  (DRG), 
capitation,  or  reimbursement  for  the  costs  of  providing  care. 

Among  the  interviewed  grantees,  fee-for-service  contracts  were  by  far  the  most  frequently 
reported  managed  care  payment  to  hospitals  for  inpatient  services.  In  addition  to  the  21  grantees 
reporting  Medicaid  or  commercial  fee-for-service  contracts  with  managed  care  organizations, 
PCCM  arrangements  pay  providers  fee-for-service.  Although  fee-for-service  contracting  does 
not  provide  strong  financial  incentives  for  providers  to  control  excessive  utilization,  it  uses  prior 
authorizations  and  specific  providers  and  often  requires  hospitals  to  discount  their  charges 
between  5  and  20  percent.  Per  diem  contracts  were  the  second  most  common  type  of  managed 
care  contract  (14  grantees).  Capitated  contracts  (DRGs  or  monthly  capitation)  were  more 
common  in  the  Medicaid  reform  initiatives  (five  grantees)  than  in  commercial  or  Medicare 
contracts  (two  grantees).  One  grantee  in  a  State  with  high  managed  care  penetration  (Hawaii) 
reported  that  the  Medicaid  reform  initiative  brought  the  first  capitated  contract  to  the  hospital, 
before  the  Medicaid  reform,  its  managed  care  contracts  were  fee-for-service  or  per  diem. 
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The  two  grantees  that  chose  not  to  participate  in  managed  care  contracts  were  able  to  do  so 
l  .cause  of  unusual  circumstances.  One  grantee,  in  Colorado,  receives  only  five  to  seven  percent 
of  revenue  from  Medicaid  and  operates  in  an  area  with  no  managed  care  activity.  The  other 
grantee  was  able  to  exclude  managed  care  organizations  from  the  county  because  it  operates  in 
a  State  (Florida)  that  requires  managed  care  organizations  to  contract  with  providers  within  each 
county  before  enrolling  residents  of  those  counties.  Being  the  only  hospital  in  the  county,  the 
grantee  wielded  considerable  leverage  in  contracting  with  managed  care  organizations. 
According  to  the  grantee,  managed  care  organizations  approached  the  hospital  and  offered 
capitation  rates  that  were  lower  than  the  grantee  desired,  since  then,  the  managed  care 
organizations  have  not  contacted  the  grantee  to  negotiate  further. 

C.  A  MAJORITY  OF  GRANTEES  REPORTING  EFFECTS  REPORTED  NEGATIVE 
EFFECTS  FROM  MANAGED  CARE  CONTRACTING 

About  half  of  the  36  grantees  reported  a  negligible  effect  from  commercial  or  Medicaid 
managed  care  efforts  on  hospital  utilization,  finances,  or  operations,  but,  among  the  remaining 
grantees,  a  large  majority  believed  that  managed  care  efforts  had  a  negative  effect  on  the  hospital 
Of  the  20  grantees  reporting  an  effect  from  managed  care  contracting,  1 6  reported  negative 
effects  and  only  4  reported  positive  effects. 
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TABLE  V.3 


PRIMARY  RESPONSE  OF  GRANTEES  THAI  REPORTED 
NO  EFFECTS  OF  MANAGED  CARE  CONTRACTING 

•  Proportion  of  managed  care  patients  (Medicaid  or  commercial)  too  small  to  affect 
hospital  (15  grantees) 

•  Successfully  fought  to  have  smaller  discount  on  charges  (6  grantees) 

•  Managed  care  implementation  was  too  recent  to  detect  changes  (5  grantees) 

SOURCE:  Telephone  interviews  conducted  in  1995 

Al!  but  1  of  the  16  grantees  that  reported  negligible  effects  from  managed  care  contracts  had 
managed  care  populations  that  were  too  small  to  affect  the  hospital  (Table  V.3).  Part  of  the 
reason  for  the  small  populations  was  that  two  of  the  States  with  Medicaid  managed  care  reforms 
(Florida  and  New  Hampshire)  permit  Medicaid  recipients  to  enroll  in  the  Medicaid  managed  care 
program  voluntarily.  Another  reason  was  that  commercial  managed  care  contracts  have  yet  to 
deliver  any  sizeable  number  of  patients. 

Six  of  the  16  grantees  reporting  negligible  effects  from  managed  care  contracting  reported 
negotiating  small  or  no  discounts  on  hospital  charges  with  managed  care  organizations.  A  few 
of  these  grantees  negotiated  managed  care  contracts  that  paid  100  percent  of  charges  until  the 
managed  care  provider  delivered  a  specified  number  of  patients.  Other  grantees  were  satisfied 
with  the  negotiated  contracts  that  included  only  a  five  percent  discount  on  charges.  Some  of 
these  grantees  reported  frustration  in  negotiating  with  managed  care  organizations  that  demanded 
a  large  discount  (1 5  to  20  percent)  without  first  comparing  the  charges  of  the  grantee  with  the 
charges  of  urban  or  suburban  hospitals.  Grantee  hospitals  demanded  that  the  managed  care 
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providers  recognize  that  the  charges  of  small,  rural  providers  already  were  much  lower  than  the 
charges  of  their  more  urban  competitors.  Grantees  r  .ported  that  managed  care  organizations 
were  willing  to  negotiate  smaller  discounts  for  rural  grantee  hospitals  than  for  their  more  urban 
competitors  only  after  the  grantees  provided  evidence  of  their  low  charges,  obtained  from  the 
State  hospital  association  or  from  state  insurance  department  profiles  of  hospital  charges  for 
common  diagnoses  or  procedures. 

Other  circumstances  also  weakened  the  effects  of  managed  care  activities  on  these  grantees. 
The  recent  introduction  of  managed  care  contracts  for  five  grantees  has  not  allowed  sufficient 
time  for  grantees  to  detect  any  effect.  Another  grantee  reported  that  specialists  easily  obtained 
retroactive  authorizations  from  primary  care  case  managers,  thus  rendering  ineffective  that  aspect 
of  the  PCCM  program 

The  responses  of  the  16  grantees  reporting  negative  effects  of  managed  care  can  be  grouped 
into  three  areas:  (1)  reduction  in  reimbursement,  (2)  reduction  in  utilization,  and 
(3)  administrative  burden  (Table  V.4). 

1.    Reduction  in  Reimbursement 

Seven  grantees  reported  that  managed  care  contracting  reduced  hospital  payments  to  a 
substantial  degree.  Nevertheless,  grantees  felt  compelled  to  contract  with  managed  care 
organizations  for  lower  rates  because  of  the  need  to  retain  or  increase  their  patient  volume.  One 
grantee  reported  that  revenues  declined  12  percent  since  it  began  managed  care  contracting. 


58 


TABLE  V.4 


NEGATIVE  EFFECTS  OF  MANAGED  CARE  CONTRACTING 
REPORTED  BY  SAMPLED  GRANTEES 


Reduction  in  Reimbursement 

•  Reimbursement  rate  declined  (7  grantees) 

•  Lost  revenue  from  serving  patients  without  authorization  (7  grantees) 

Reduction  in  Utilization 

•  Decreased  admissions  to  hospital  (4  grantees) 

•  Decreased  average  length  of  stay  (7  grantees) 

•  Lost  revenue  from  losing  contract  for  services  (laboratory,  radiology,  home  health)  (4  grantees) 

•  Lost  patients  to  providers  with  managed  care  contracts  (3  grantees) 

Administrative  Burden 

•  Staff  required  to  spend  more  time  on  telephone  or  with  paperwork  (4  grantees) 

•  Cash  flow  problems  as  a  result  of  managed  care  cor  Tact  problems  (2  grantees) 

SOURCE:  Telephone  interviews  conducted  in  1 995. 
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Another  grantee  reported  that  even  small  discounts  can  hurt  the  viability  of  the  hospital;  it  has 
only  a  five  percent  profit  margin,  and  even  a  three  percent  discount  for  the  managed  care  contract 
prohibits  adequate  funding  of  capital  investment.  Other  grantees  reported  that  they  hoped  to 
negotiate  more  favorable  managed  care  discounts  or  per  diem  rates  because  the  present  rates  were 
much  lower  than  those  from  previous  arrangements  or  than  reimbursement  from  other  payers. 

Hospitals  also  faced  difficult  reimbursement  dilemmas  for  patients  seeking  routine  care  in 
the  emergency  room.  First,  hospitals  are  required  by  law  to  assess  and  screen  patients  who  come 
to  the  emergency  room,  but  may  not  receive  any  reimbursement  from  managed  care  organizations 
for  assessments  delivered  to  patients  who  required  only  nonemergency  care.2  Second,  hospitals 
must  choose  between  safeguarding  their  reimbursement  and  safeguarding  their  community 
relations  and  reputation  for  rendering  care  when  needed.  For  example,  by  the  time  that  grantees 
could  determine  that  a  problem  was  not  an  emergency  (by  their  own  assessment  and/or  by  calling 
the  primary  care  physician),  sending  the  patient  away  created  undesirable  amounts  of  animosity. 
The  grantees  knew  that  they  would  lose  money  if  they  rendered  nonemergency  care  in  the 
emergency  room.  However,  they  also  knew  that  patients  usually  travel  long  distances  to  reach 
an  emergency  room  and  may  not  go  to  a  physician  the  next  day,  that  they  could  render  the  care 
the  patient  needed,  and  that  the  hospital  must  maintain  good  community  relations. 


2Legjslation  under  the  Consolidated  Omnibus  Budget  Reconciliation  Act  of  1 986  (COBRA)  prohibits 
hospital  emergency  rooms  from  denying  service  to  or  transferring  patients  without  examining  the  patient 
to  determine  if  an  emergency  exists,  and  if  so,  treating  or  stabilizing  the  patient  before  transferring  the 
patient  to  another  hospital  (PL.  99-272,  Title  DC,  Subpart  B,  Sec.  9121  (b)).  This  law  was  passed  to 
address  the  issue  of  hospitals  denying  treatment  to  uninsured  or  Medicaid  patients,  or  transferring  such 
patients  to  other  facilities  without  first  stabilizing  them. 
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The  following  examples  illustrate  other  ways  that  grantees  lose  money  on  nonauthonzed 
care: 


•  One  grantee  in  Arizona  reported  that  patients  continue  to  go  to  the  emergency  room 
because  primary  care  physicians  require  copayments  before  rendering  services, 
whereas  the  hospital  will  render  services  and  then  bill  patients  for  copayments. 

•  Many  grantees  are  unsuccessful  in  obtaining  retroactive  authorizations.  One  grantee 
has  a  contract  that  has  retroactively  denied  payment  for  services  that  were  approved 
previously 

•  One  grantee  reported  that  Medicaid  patients  choose  primary  care  case  managers  in 
the  urban  area,  but  go  to  the  local  hospital  for  services.  These  patients  fail  to  inform 
the  hospital  staff  that  the  primary  care  case  manager  is  in  the  urban  area,  and  hospital 
staff  sometimes  do  not  check  Medicaid  records  before  rendering  services. 

•  Two  grantees  reported  that  they  lose  revenues  on  HMO  members  who  visit  their  area 
for  extended  periods  When  the  HMO  members  need  emergency  services,  the  HMO 
covers  emergency  care,  but  will  not  cover  the  nonemergency  care  or  postacute  care 
for  members  who  spend  3  or  4  months  in  the  area  before  returning  to  their  homes  and 
HMO  service  areas 


2.    Reduction  in  Utilization 

Although  not  all  grantees  considered  reductions  in  utilization  (admissions  and  average  length 
of  stay)  to  be  detrimental  to  hospital  viability,  the  low  occupancy  rates  and  poor  revenues  of 
grantees  (Bergeron  et  al.  1995)  make  decreases  in  utilization  detrimental  to  the  grantees  in  the 
short  run.  Furthermore,  the  preponderance  of  per  diem  and  fee-for-service  payments  from 
managed  care  organizations,  shown  in  Table  V.2,  actually  provides  an  incentive  for  grantees  to 
increase  utilization.  In  these  cases,  hospitals  receive  additional  revenue  for  each  service  rendered 
or  day  hospitalized.  In  contrast,  the  few  cases  of  managed  care  organizations  contracting  with 
hospitals  on  the  basis  of  capitation  or  DRG  payment  pay  hospitals  a  lump  sum  depending  on 
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covered  lives  (capitation)  or  diagnosis  (DRG)  regardless  of  the  number  of  services  rendered  to 
each  patient  Even  reducing  inappropriate  emergency  room  utilization  may  not  help  to  improve 
grantees'  finances,  as  grantees  must  continue  to  pay  the  fixed  cost  of  staffing  the  emergency 
room,  regardless  of  the  volume  of  patients  served.  Nonetheless,  grantee  administrators  were  not 
concerned  about  financial  losses  resulting  from  decreased  inappropriate  use  of  the  emergency 
room 

Although  grantees  lacked  empirical  evidence  of  decreased  utilization,  they  credited  managed 
care  protocols  and  primary  care  case  managers  with  decreasing  inappropriate  utilization 
Treatment  protocols  often  reduced  average  length  of  stay  for  obstetrics  patients.  The  primary  care 
physician  at  one  grantee  hospital  was  responsible  for  canceling  a  scheduled  surgery  because  the 
surgeon  had  not  received  prior  authorization  from  the  physician,  who  wanted  to  treat  the  patient 
with  drugs  before  resorting  to  surgery.  A  few  grantees  were  able  to  adhere  to  managed  care 
protocols  to  deliver  only  emergency  care  in  the  emergency  room  by  using  Rural  Health  Clinics 
(RHCs)  RHCs,  especially  in  outlying  areas,  provided  regular  access  to  primary  care  services, 
which  precluded  nonemergency  presentations  in  the  emergency  room. 

Other  reductions  in  utilization  resulted  from  grantees  not  being  able  to  contract  with 
managed  care  organizations,  or  from  their  losing  contracts  with  these  organizations.  The 
following  examples  illustrate  such  problems: 

•  Four  grantees  reported  not  being  able  to  contract  with  managed  care  organizations 
to  provide  laboratory,  radiology,  or  home  health  services.  Managed  care 
organizations  often  contract  with  one  or  two  centrally  located  providers  for  these 
services  in  order  to  obtain  discounts  based  on  the  volume  of  procedures  sent  to  the 
provider.  Often,  hospitals  do  not  receive  home  health  contracts  from  managed  care 
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providers  because  hospital-based  home  health  agencies  may  be  more  expensive  than 
independent  providers. 

•  Another  grantee  reported  losing  patients  to  out-of-town  physicians,  the  state  PCCM 
program  requires  physician  referral  before  patients  can  use  the  two  certified  nurse 
midwives  that  the  hospital  recently  hired,  but  none  of  the  local  primary  care 
physicians  would  refer  to  the  midwives. 

•  Three  grantees  reported  losing  patients  to  other  hospitals  with  which  managed  care 
organizations  had  contracts. 

•  One  grantee  sought  Chapter  1 1  bankruptcy  protection  after  losing  a  large  proportion 
of  its  patients  to  an  urban  provider  that  contracted  with  a  managed  care  organization. 
It  later  joined  the  managed  care  organization,  but  reported  still  losing  local  patients 
to  the  urban  hospital.  Hospital  staff  believed  that  the  managed  care  organization 
purposely  was  routing  patients  to  the  urban  hospital.  A  staff  member,  posing  as  a 
local  patient,  called  the  HMO's  information/authorization  telephone  number  to  ask 
which  hospitals  were  covered  within  the  plan.  The  managed  care  representative  told 
the  hospital  staff  person  that  only  the  urban  provider  was  covered  by  the  plan.  While 
the  hospital  expected  that  managed  care  organization  would  favor  within-network 
hospitals  over  out-of-network  hospitals,  it  was  surprised  to  learn  that  the  managed 
care  organization  would  favor  one  within-network  hospital  over  another  in  the 
network. 


Administrative  Burden 

Six  grantees  reported  burdensome  telephone  requirements,  paperwork  requirements, 
:re  cash  flow  problems  resulting  from  problems  with  their  managed  care  contracts. 

•  Four  grantees  complained  about  the  staff  time  needed  to  obtain  prior  authorization 
from  managed  care  organizations  or  primary  care  case  managers. 

•  One  state  Medicaid  reform  demonstration  allowed  a  managed  care  organization  in 
one  county  to  enroll  Medicaid  members  in  the  demonstration  at  the  time  that  the 
members  were  admitted  to  a  hospital.  As  a  result,  the  capitation  payments  to  the 
managed  care  organization  to  cover  each  Medicaid  patient  did  not  start  until  each 
patient  already  had  large  hospital  bills.  This  situation  caused  the  managed  care 
organization  to  delay  paying  the  grantee  the  contracted  payment  in  full  until  the 
following  year. 
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•  Another  managed  care  organization  took  6  months  to  contract  with  a  grantee,  while 
the  grantee  rendered  services  in  good  faith  without  receiving  payment.  During  this 
time,  the  grantee  had  such  severe  cash  flow  problems  that  vendors  serving  the 
hospital  complained.  When  the  managed  care  organization  finally  offered  a  contract 
to  the  grantee,  the  capitation  payment  was  too  low.  More  than  1  year  after  the 
managed  care  organization  began  contracting  with  the  state,  the  grantee  still  is 
negotiating  a  contract. 

Grantees  with  surpluses  and  grantees  with  deficits  both  reported  negative  effects  of  managed 
care  contracting.  We  examined  overall  pregrant  profit  margins  of  grantees  in  the  context  of 
grantees'  remarks  about  the  effect  of  managed  care  contracting  on  hospital  viability.  Grantees 
with  deficits  for  the  3  years  prior  to  grant  award  were  no  more  likely  to  describe  negative  effects 
from  managed  care  contracting  than  other  grantees.  Only  6  of  the  1 5  grantees  reporting  financial 
deficits  also  reported  negative  effects  from  managed  care  contracting;  9  of  the  19  grantees 
reporting  financial  surpluses  also  reported  negative  effects  of  managed  care  contracting. 

However,  four  of  the  five  grantees  reporting  worsening  profit  margins  reported  negative 
effects  from  managed  care  contracting.  While  there  were  few  cases  of  grantees  with  worsening 
profit  margins,  their  views  support  the  contention  that  managed  care  contracting  can  be  an 
additional  stress  for  troubled  hospitals,  instead  of  a  way  to  improve  their  declining  finances. 

Sometimes,  grantees  with  overall  negative  experiences  with  managed  care  contracting  saw 
some  positive  aspects.  Twelve  grantees  reported  decreased  inappropriate  utilization  of  the 
emergency  room.  While  decreased  use  of  the  emergency  room  may  not  always  financially  benefit 
grantees,  the  administrators  believed  that  appropriate  utilization  of  providers  strengthened  the 
overall  health  care  delivery  system.  For  example,  decreased  inappropriate  use  of  the  emergency 
room  decreases  physician  emergency  room  burden  and  may  increase  use  of  clinics  and  physician 
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offices,  thus,  contributing  to  physician  retention.  A  few  grantees  reported  increased  utilization 
of  primary  care  case  managers,  specialists,  home  health  services,  laboratory  services,  and  swing 
beds    Although  hospitals  do  not  benefit  directly  from  increased  physician  visits,  physician 
retention  often  improves  with  increased  utilization,  especially  in  the  case  of  specialists.  In 
addition,  one  grantee  reported  that  high  penetration  rates  of  managed  care  organizations  in  urban 
and  suburban  areas  facilitated  physician  recruitment  at  the  grantee  hospital.  This  grantee  found 
that  physicians  newly  out  of  residency  did  not  want  to  work  for  managed  care  organizations,  but 
also  did  not  want  to  incur  the  cost  of  starting  independent  practices.  As  a  result,  the  hospital's 
offers  of  salaried  positions  and  its  support  of  the  physician  office  attracted  new  physicians 
Another  grantee  reported  that  when  the  medical  staff  finally  participated  in  the  PCCM  program, 
Medicaid  patients  whom  the  state  had  assigned  to  physicians  at  other  hospitals  requested 
reassignment  to  their  local  primary  care  physicians. 

All  four  grantees  reporting  positive  effects  from  managed  care  contracts  participated  in 
statewide  demonstration  projects  that  expanded  Medicaid  eligibility  to  formerly  underinsured  or 
uninsured  populations.  These  grantees  received  reimbursement  from  the  State  demonstration 
projects  for  services  rendered  to  patients  who  would  otherwise  have  been  uninsured  or  considered 
charity  cases. 

•  Arizona  (one  grantee)  did  not  participate  in  the  Medicaid  program  prior  to  its 
demonstration,  which  began  in  1982.  The  demonstration  covers  those  who  typically 
receive  Medicaid,  if  Arizona  had  a  Medicaid  program-people  eligible  for  Aid  to 
Families  with  Dependent  Children  or  Supplemental  Security  Income  (SSI).  In 
addition,  the  demonstration  covers  children  up  to  age  14  in  families  with  income  less 
than  100  percent  of  the  Federal  poverty  level  (FPL),  post-partum  mothers,  infants  and 
children,  people  eligible  for  the  Arizona  Long  Term  Care  System  with  incomes  up 
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or 


to  300  percent  of  the  SSI  level,  and  people  who  receive  only  State-funded  general 
assistance.  6 

•  Oregon's  demonstration  (two  grantees)  expands  Medicaid  coverage  to  all 
undennsured  or  uninsured  people  with  incomes  less  than  100  percent  of  the  FPL. 

•  Hawaii's  demonstration  (one  grantee)  expands  Medicaid  coverage  to  underinsured 
or  uninsured  people  who  are  categorically  eligible  for  Medicaid  (single  parents  with 
dependent  children  or  people  with  disabilities),  but  who  fail  to  meet  financial 
eligibility  criteria,  underinsured  or  uninsured  people  with  incomes  up  to  300  percent 
of  the  FPL,  and  people  who  receive  only  State-funded  general  assistance. 

Both  the  Oregon  and  Hawaii  demonstrations  expand  Medicaid  coverage  to  underinsured 
uninsured,  single,  able-bodied,  adults  without  children,  and  underinsured  or  uninsured,  two- 
parent,  working  families  who  meet  income  eligibility  criteria  These  two  populations  traditionally 
were  excluded  from  Medicaid  coverage  prior  to  these  demonstrations  and  grantees  would  have 
considered  these  patients  to  be  chanty,  or  slow-paying,  private-pay  cases.  All  of  those  covered 
under  the  Arizona  demonstration  would  have  been  considered  charity  cases  by  grantees  before 
1982. 

D.  GRANTEES  REPORTED  UNDERTAKING  SEVERAL  ACTIVITIES  TO 
PREPARE  FOR  OR  RESPOND  TO  MANAGED  CARE  CONTRACTS 

Grantees  reported  several  ways  of  preparing  for  or  responding  to  managed  care  contracts 

(Table  V.5).  We  grouped  these  activities  into  five  categories:  (1)  providing  education;  (2) 

developing  treatment  protocols,  (3)  supplementing  quality  assurance  or  utilization  review  staff 

or  activities;  (4)  adding  services,  and  (5)  changing  transfer  or  referral  patterns. 


66 


TABLE  V.5 

PREPARATION  FOR  OR  RESPONSES  TO  MANAGED  CARE  CONTRACTS 


•  Educated  hospital  staff  (14  grantees) 

•  Educated  public  (3  grantees) 

•  Implemented  protocols  or  clinical  pathways  (10  grantees) 

•  Hired  additional  staff  for  quality  assurance  or  utilization  review  activities  (5  grantees) 

•  Performed  or  are  responsible  for  additional  quality  assurance  as  part  of  managed  care  contract 
(5  grantees) 

•  Enhanced  or  supplemented  existing  quality  assurance  or  utilization  review  (6  grantees) 

•  Added  services  (8  grantees) 

•  Changed  transfer  or  referral  patterns  (3  grantees) 

SOURCE:  Telephone  interviews  conducted  in  1995. 
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1.  Providing  Education 

A  large  proportion  of  the  interviewed  grantees  reported  educating  hospital  staff  or  the  public 
about  how  to  conform  to  managed  care  requirements.  Often,  the  education  activities  were 
performed  by  hospital  utilization  review  or  quality  assurance  staff,  although  sometimes  HMO  or 
State  Medicaid  staff  educated  hospital  staff.  Education  often  focused  on  emergency  room 
procedures,  such  as  identifying  primary  care  providers,  obtaining  authorization,  or  referring 
patients  to  clinics  or  private  physicians'  offices. 

2.  Treatment  Protocols 

Another  common  grantee  response  to  managed  care  efforts  was  to  implement  treatment 
protocols  or  clinical  pathways  to  guide  staff  in  delivering  health  care  efficiently  and  within 
managed  care  guidelines.  Protocols  commonly  dealt  with  assessing  emergency  room  patients. 
One  grantee  developed  a  protocol  that  categorized  emergency  room  patients  into  one  of  three 
types:  (1)  true  emergency-render  care  immediately,  do  not  call  for  authorization,  (2)  possible 
emergency-call  the  physician  for  authorization;  or  (3)  primary  care-refer  the  patient  to  the 
physician's  office.  The  grantee  asked  the  State  to  review  the  procedures;  the  State  confirmed  that 
the  procedures  were  consistent  with  the  PCCM  program. 

3.  Supplementing  Quality  Assurance  or  Utilization  Review  Staff  or  Activities 
Several  grantees  hired  staff  to  improve  documentation  of  diagnoses  for  managed  care 

organizations  or  other  payers.  Although  grantees  regularly  had  documented  diagnoses,  they 
found  that  additional,  better  trained  staff  were  able  to  provide  more  complete  documentation. 
Sometimes,  grantees  used  medical  records  consultants  to  better  document  diagnoses  and  to 
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educate  physicians  on  the  documentation  needed  to  improve  reimbursement.  Several  grantees 
reported  that  managed  care  contracts  required  additional  quality  assurance  activities,  ranging  from 
the  requirement  that  the  grantee  meet  the  HMO's  quality  assurance  plan  (in  the  event  of  a  future 
audit  by  the  HMO)  to  submitting  copies  of  the  hospital's  quality  assurance  activities  to  the  HMO. 
Several  other  grantees  reported  otherwise  enhancing  or  supplementing  utilization  review  or 
quality  assurance  activities,  for  example,  improving  corrective  action  and  monitoring,  promoting 
use  of  formulary  drugs  among  medical  staff,  or  profiling  physician  utilization. 

4.    Adding  Services 

Several  grantees  added  services,  such  as  RHCs,  swing  beds,  transportation,  or  wellness  or 
rehabilitation  programs,  in  order  to  offer  patients  alternatives  to  the  tightly  controlled  inpatient 
or  emergency  room  services.  RHCs,  especially  those  located  some  distance  from  a  hospital, 
permit  patients  to  receive  primary  care  on  a  regular  basis.  A  few  grantees  believed  that  such 
access  reduced  the  frequency  with  which  patients  living  far  from  the  hospital  presented  to  the 
emergency  room  with  nonemergency  problems.  As  a  result,  RHCs  helped  grantees  to  adhere  to 
managed  care  guidelines  by  reducing  the  frequency  of  treating  nonemergency  cases  in  the 
emergency  room.  Swing  beds  and  rehabilitation  programs  allow  grantees  to  deliver  appropriate 
care  within  HCFA's  prospective  payment  rates  or  Medicare  managed  care  payment  structures. 
With  swing  beds,  when  a  patient  is  well  enough  to  no  longer  require  acute  nursing  services,  the 
grantee  can  keep  the  patient  in  the  hospital,  but  staff  and  bill  the  remainder  of  the  stay  at  the  less- 
intensive  skilled  nursing  level.  Transportation  allows  patients  to  access  medical  services  on  a 
regular  basis  and  precludes  minor,  chronic  conditions  from  becoming  uncontrolled,  acute 
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episodes  requiring  hospitalization.  Wellness  programs  often  provide  education  on  controlling 
or  improving  chronic  conditions,  such  as  diabetes  and  heart  disease.  Grantees  paid  a  capitation 
would  benefit  greatly  by  providing  services  such  as  these,  which  may  reduce  hospitalizations. 

5.    Changing  Transfer  or  Referral  Patterns 

Only  a  few  grantees  reported  that  managed  care  contracting  affected  transfer  patterns  to 
specialists,  home  health  agencies,  or  secondary  or  tertiary  care  hospitals.  Most  managed  care 
contracts  required  hospitals  to  use  the  same  specialists,  home  health  agencies,  or  secondary  or 
tertiary  care  hospitals  as  the  grantees  had  always  used. 

E.  MANAGED  CARE  EFFORTS  AND  GRANT  PROJECTS  AFFECTED  EACH 
OTHER  IN  A  FEW  CASES 

Six  grantees  reported  that  some  aspects  of  the  Medicaid  managed  care  reforms  and  their 
grant  projects  affected  each  other.  Although  several  grantees  operated  RHCs  with  no  interference 
from  managed  care  efforts,  four  grantees  with  RHC  or  emergency  care  centers  reported  that  the 
managed  care  reform  initiatives  in  their  States  affected  the  grant  projects.  Normally,  RHCs 
receive  cost-based  reimbursement  from  Medicaid  and  Medicare.  However,  the  States  of  these 
four  grantees  contract  with  managed  care  organizations  to  deliver  care  to  Medicaid  recipients  and 
allow  managed  care  organizations  to  pay  RHCs  in  other  ways,  for  example,  fee-for-service. 
These  grantees  believed  that  their  new  payments  were  less  than  the  previous  cost-based 
reimbursement.  One  grantee  feared  that  low  reimbursements  from  the  Medicaid  reform  initiative 
would  render  the  clinic  inviable.  Another  grantee  established  the  RHC  in  the  hospital  rather  than 
at  a  remote  site,  because  reimbursements  to  the  RHC  were  low  under  the  Medicaid  reform 
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initiative,  this  setup  was  a  means  of  controlling  the  cost  of  implementing  the  RHC.  For  a  third 
grantee,  the  State  restricts  primary  care  providers  to  providers  that  have  backup  24  hours  per  day 
As  a  result,  the  RHC  nurse  practitioners,  who  are  supervised  by  a  semiretired  physician,  are 
prohibited  from  acting  as  primary  care  case  managers.  This  grantee  is  trying  to  locate  supervising 
physicians  who  would  be  available  for  backup  24  hours  per  day  for  the  nurse  practitioners.  The 
fourth  grantee  is  pursuing  philanthropic  sources  to  support  a  remote  emergency  care  center 
because  the  Medicaid  reform  initiative  does  not  reimburse  adequately  the  higher-than-clinic-costs 
of  the  emergency  center. 

Two  of  the  six  grantees  reported  that  the  grant  projects  improved  implementation  of  the 
Medicaid  managed  care  initiatives  at  their  hospitals.  One  grantee's  project  to  recruit  and  retain 
physicians  established  long-term  physicians  and  eliminated  reliance  on  locum  tenens,  which,  in 
turn,  improved  the  effectiveness  of  the  PCCM  program.  This  grantee  also  developed  a  wellness 
program  that  requires  physician  referral  and  is  open  to  everyone;  the  program  improved 
physician-patient  relationships  and  reinforced  the  PCCM  program.  The  other  grantee 
implemented  a  nurse  hotline  and  believes  that  the  availability  of  the  hotline  to  all  patients  may 
have  made  it  easier  for  PCCM  to  have  an  effect  on  Medicaid  patients.  The  hotline  nurse  collects 
information  from  callers  and  suggests  action.  For  instance,  if  a  Medicaid  PCCM  patient  calls  and 
the  hotline  nurse  determines  that  medical  care  is  needed,  she  would  direct  the  patient  to  the 
primary  care  case  manager,  either  immediately  or  in  the  morning.  Alternatively,  the  hotline  nurse 
may  suggest  bed  rest,  or  going  to  the  emergency  room. 
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F.  SUMMARY  AND  DISCUSSION 

Our  discussions  with  grantees  revealed  the  short-term  effects  of  managed  care  contracting 
on  rural  hospitals.  Many  of  these  effects  were  negative  for  a  large  proportion  of  grantees  (16  of 
36  grantees).  Almost  all  grantees  reported  having  some  experience  with  managed  care 
contracting  through  Medicaid  reform  initiatives  or  commercial  or  Medicare  contracts,  although 
several  grantees  reported  that  it  was  too  soon  to  report  how  managed  care  contracting  was 
affecting  the  hospital.  Of  the  20  grantees  that  reported  effectsfrom  managed  care  contracts,  16 
reported  effects  that  were  detrimental  to  the  hospital. 

The  long-term  effects  of  managed  care  contracting  on  these  grantees  can  be  better  or  worse 
than  currently  observed  To  preclude  further  risk  of  grantees  closing  their  doors,  grantees  and 
their  managed  care  organizations  must  resolve  early  contracting  problems,  such  as  contract 
disputes,  inadequate  or  delayed  payments,  and  problems  adhering  to  protocols  and  authorizations. 

Rural  hospitals  could  potentially  benefit  from  managed  care  contracts.  As  mentioned 
previously,  several  grantees  expected  that  contracting  with  managed  care  organizations  would 
increase,  and  for  Medicaid  reform  initiatives,  at  least  retain,  patient  volume.  In  addition,  some 
managed  care  organizations  may  offer  technical  assistance  to  help  rural  hospitals  measure  and 
monitor  quality  of  care  or  meet  government  standards  for  clinical  laboratories  or  occupational 
safety  and  health  (University  of  Minnesota  and  Alpha  Center,  1995).  Other  managed  care 
organizations  may  help  hospitals  recruit  physicians  or  find  locum  tenens  to  cover  during  physician 
absences.  Also,  plan-provided  continuing  medical  education  and  peer  interaction  reduces  the 
isolation  that  rural  providers  often  face  and  improves  physician  retention.  Rural  hospitals  that 
already  offer  diverse  services,  such  as,  long  term  care,  rehabilitation  services,  visiting  specialists, 
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home  health,  and  pharmacy  would  have  the  ability  under  capitated  payments  to  substitute  cost- 
effective  alternatives  for  additional  acute  care  days  to  increase  the  profit  generated  by  capitation 
payments.  Even  the  Medicaid  PCCM  program  could  benefit  hospitals,  when  Medicaid  patients 
choose  local  PCCM  providers,  the  rural  hospital  has  a  better  chance  of  continuing  to  deliver  care 
to  local  Medicaid  patients.  Eventually,  physician  retention  may  improve  or  emergency  room  costs 
may  decrease  due  to  decreased  emergency  room  utilization  as  fewer  Medicaid  patients  use  the 
emergency  room  for  primary  care. 

However,  these  potential  benefits  depend  upon  local,  rural  employers  contracting  with  and 
providing  members  for  managed  care  organizations.  If  local  employers  fail  to  contract  with 
managed  care  organizations,  or  few  employees  enroll,  the  rural  market  represents  an 
inconsequential  part  of  the  managed  care  market.  Such  small  markets  offer  little  incentive  for 
managed  care  organization  to  support  their  contracted  providers  in  the  ways  described  above. 
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VI.  ARE  GRANTEES  PARTICIPATING  IN  CONSORTIA  OR  NETWORKS? 


Collaboration  among  hospitals  and  other  health  care  providers  to  coordinate  service  delivery 
and  reduce  costs  has  become  a  popular  vehicle  that  hospitals  use  to  adapt  to  the  current  health 
care  delivery  system.  Each  year,  the  Health  Care  Financing  Administration  (HCFA)  has  awarded 
a  portion  of  the  Rural  Health  Care  Transition  (RHCT)  grants  to  hospitals  that  proposed  working 
in  groups  (consortia)  to  improve  coordination  of  services,  and,  in  turn,  the  viability  of  each 
member  hospital.  Since  the  first  year  of  the  RHCT  grants  program,  in  1989,  between  21  and  29 
percent  of  grant  awards  have  been  made  to  consortium  projects.  For  example,  in  the  1993 
grantee  cohort,  50  hospitals  participate  in  13  consortia.  Furthermore,  grantees  may  collaborate 
with  other  hospitals  or  health  care  providers  independently  of  the  RHCT  grants  program. 

This  chapter  is  an  initial  examination  of  the  extent  to  which  the  1993  grantees  collaborate 
with  other  hospitals  and  health  care  providers  in  grant  and  nongrant  activities,  and  the  goals, 
obstacles,  catalysts,  costs  and  benefits  of  that  participation.  We  will  explore  this  issue  further  in 
the  final  evaluation  report  for  the  1993  grantees,  due  in  December  1996. 

A.  BACKGROUND 

1.   Consortia  and  Networks:  A  Broad  Spectrum  of  Collaboration 

Recent  changes  in  the  health  care  delivery  system  have  provided  incentives  for  traditionally 
independent  health  care  providers  to  collaborate  with  one  another.  First,  the  Medicare 
prospective  payment  system  has  forced  hospitals  to  deliver  acute  care  more  efficiently.  Hospitals 
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have  responded  by  reducing  costs  and  using  alternative  care,  such  as  home  health  agencies, 
skilled  nursing  facilities,  and  rehabilitation  centers,  to  provide  post-acute  care.  Second,  the 
proliferation  of  health  maintenance  organizations  (HMOs)  and  managed  care  capitation  contracts 
caused  some  rural  hospitals  to  become  concerned  about  losing  market  share  and  being  excluded 
from  managed  care  provider  groups  Agreement  to  collaborate  with  other  hospitals  or  providers 
can  help  a  rural  hospital  to  meet  the  challenge  of  managed  care  by  helping  the  hospital  to  reduce 
costs  and  to  join  a  broader  provider  network. 

Collaboration  ranges  from  a  nonbinding,  informal  agreement  to  a  complete  legal  acquisition 
of  one  entity  by  another.  Here,  we  discuss  collaboration  in  terms  of  consortia  and  networks, 
because  they  are  the  most  easily  identifiable  and  inclusive  terms  to  describe  the  range  of  voluntary 
collaboration  among  health  care  providers.  Moscovice  et  al.  (1991)  defines  a  consortium  as  a 
formally  organized  group  of  hospitals  or  hospital  systems  that  retain  their  independent  and 
autonomous  control  and  collaborate  for  specific  purposes.  The  American  Hospital  Association 
(1995)  defines  networks  as  a  group  of  hospitals,  physicians,  other  providers,  insurers,  or 
community  agencies  that  work  together  to  coordinate  and  deliver  a  broad  spectrum  of  services 
to  their  community.  Thus,  the  major  difference  between  consortia  and  networks  is  that  consortia 
are  composed  of  hospitals  (an  example  of  horizontal  integration)  and  networks  include  a  broader 
array  of  hospitals  health  care  providers,  or  other  organizations  (an  example  of  vertical 
integration).  However,  such  distinctions  often  are  not  made  and  many  people  use  these  terms 
interchangeably. 
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2.   Consortia  and  Networks  Offer  Potential  Benefits  and  Costs 

In  theory,  small  rural  hospitals  can  benefit  from  consortium  or  network  participation  while 
maintaining  local  ownership  and  control.  Collaboration  among  providers  can  lead  to  reduced 
costs  for  equipment  or  supplies  and  increased  availability  of  staff,  capital,  and  management 
expertise.  Hospitals  may  join  consortia  because  they  find  it  difficult  to  purchase  expensive 
equipment  on  their  own  or  to  provide  full-time  practices  for  specialty  physicians.  If  hospitals 
share  the  cost  of  equipment  or  physicians  with  other  consortium  or  network  members,  they  can 
improve  technology  and  expand  their  services,  while  bearing  only  a  portion  of  those  costs.  Small 
hospitals  also  can  reduce  the  cost  of  supplies  or  maintenance  contracts  by  obtaining  discounts 
based  on  the  larger  volume  that  the  consortium  or  network  membership  offers.  Small  rural 
hospitals,  especially,  can  improve  access  to  capital  markets  through  the  improved  financial  or 
utilization  documentation  that  a  consortium  or  network  may  offer,  moreover,  a  large  consortium 
may  offer  members  access  to  a  capital  reserve  (one  site-visited  consortium  did  so).  In  addition, 
the  staff  of  consortia  and  network  members  offer  a  wide  pool  of  experience,  management  skill, 
and  staff  training  and  development  possibilities. 

Participation  in  consortia  or  networks  is  not  without  potential  costs,  however.  The  ability  of 
hospital  management  to  address  pressing  internal  issues  can  be  compromised  by  the  demands  that 
a  consortium  places  on  management  staff  time  and  financial  reserves.  Financial  investments  that 
members  use  to  capitalize  a  loan  pool  or  to  pay  for  management  of  a  consortium  or  network  may 
have  attractive  expected  returns,  but  long-term  schedules  for  returns  on  investment  and  the  risk 
involved  in  developing  programs  with  other  providers  may  reduce  actual  returns.  Members  of 
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consortia  and  networks  also  may  lose  the  decision-making  autonomy  they  had  had  as  individual 
providers  with  respect  to  a  variety  of  issues,  including  which  physician  specialty  to  recruit,  the 
type  of  technology  to  purchase,  which  community  concerns  to  address,  and  the  facilities  at  which 
particular  services  would  be  offered.  These  costs  can  be  particularly  severe  for  small  rural 
hospitals  The  changing  economic  conditions  of  small  hospitals  that  have  small  financial  reserves 
makes  obtaining  group  consensus  in  a  timely  manner  a  critical  and  difficult  task. 

Given  these  factors,  grantees  must  weigh  the  potential  benefits  and  costs  of  participation  in 
a  consortium  or  network.  Participating  hospitals  confirm  tacitly  that  they  expect  the  benefits  of 
participation  to  exceed  its  costs.  Our  discussion  elaborates  on  the  participation  of  grantees  in 
consortia  or  networks  and  assesses  the  extent  to  which  grantees  incurred  the  costs  and  realized 
the  benefits  of  such  participation. 

3.   Data  Provided  by  Grantees 

We  collected  data  for  this  chapter  from  a  written,  3-page  monitoring  form  that  was  mailed 
in  March  1995  to  the  1 70  active  1993  grantees.  (See  Appendix  A  for  a  copy  of  the  form.)  We 
asked  the  grantees  to  report  on  the  consortium  or  network  in  which  they  were  most  active, 
defining  consortia  as  groups  of  hospitals  that  agree  to  pursue  collective  goals  and  defining 
networks  as  groups  of  hospital  and  nonhospital  providers  that  agree  to  coordinate  patient  services. 
The  remainder  of  this  chapter  describes  the  responses  of  the  160  grantees  that  completed  and 
returned  forms  to  MPR  by  September  1995.  We  supplemented  the  data  with  examples  that  we 
obtained  on  site  visits  to  four  1993  grantees  during  the  summer  of  1994. 
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B.  MANY  GRANTEES  PARTICIPATE  IN  CONSORTIA  AND  NETWORKS  AND 
INITIATED  THEIR  FORMATION 

The  participation  of  1993  grantees  in  consortia  or  networks  extends  beyond  those  grantees 
that  had  received  RHCT  grants  specifically  for  consortium  activities.  Of  the  160  grantees  that 
completed  the  forms,  45  had  received  grants  expressly  for  consortium  activities,  but  82  reported 
participating  in  a  consortium  or  network.  In  addition,  most  grantees  indicated  some  leadership 
role  in  their  consortia  or  networks.  Approximately  three-fourths  of  participating  grantees  (62 
grantees)  reported  that  they  were  founding  members  of  the  consortium  or  network. 

1.   Hospitals  Dominated  Membership  and  Numbers  of  Members  Varied 

Hospitals  accounted  for  the  vast  majority  of  the  membership  in  consortia  and  networks 
According  to  the  formal  definitions  of  consortia  and  networks  described  earlier  in  this  Chapter, 
59  grantees  participated  in  consortia  (collaborating  only  with  hospitals)  and  23  participated  in 
networks  (collaborating  with  hospitals  and  other  organizations).  All  but  5  of  the  82  grantees  in 
consortia  or  networks  reported  at  least  one  additional  member  that  was  a  hospital.  The  median 
number  of  hospital  members  in  the  consortia  and  networks  was  6,  with  1  grantee  reporting  52 
hospital  members  in  its  consortium. 

Nonhospital  members  of  networks,  while  less  common  than  hospital  members,  were  diverse 
Seven  grantees  reported  physicians  as  part  of  their  networks;  six  grantees  reported  ambulance 
providers;  five  grantees  each  reported  separate  nursing  homes,  public  health  departments,  and 
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school  districts;  and  one  grantee  reported  a  home  health  agency.1  Among  the  other  providers 
reported  as  members  by  1 1  grantees  were  a  management  company,  a  mental  health  provider,  a 
community  health  coalition,  state  hospital  associations,  renal  care  providers,  and  medical  schools 
The  dearth  of  grantees  with  physicians  in  their  networks  may  reflect  grantees'  concerns  about 
legal  issues  relating  to  anticompetitive  practices.  Recent  actions  by  the  Justice  Department 
against  two  hospitals  that  organized  physician-hospital  organizations  (PHOs)  confirm  the  legal 
risks  of  joint  hospital  and  physician  ventures  (Green  1995,  and  Kruse  and  Miller  1995) 
Although  the  hospitals  in  the  suits,  Danbury  Hospital  in  Connecticut  and  Heartland  Health 
System,  Inc.,  in  Missouri,  are  not  located  in  rural  areas,  the  suits  are  pertinent  to  rural  hospitals 
The  Justice  Department  charged  that  the  Connecticut  hospital  hindered  the  entry  of  managed  care 
organizations  to  the  area  because  its  PHO  included  virtually  every  physician  on  the  medical  staff, 
and  the  hospital  and  physicians  conspired  to  limit  the  size  and  mix  of  its  medical  staff  The 
Justice  Department  charged  that  the  Missouri  hospital  formed  a  PHO  with  85  percent  of  the 
physicians  in  the  county  to  uniformly  raise  physician  fees  and  prevent  managed  care  organizations 
from  entering  the  area.  Since  the  formation  of  the  PHO,  several  managed  care  companies 
unsuccessfully  attempted  to  enter  the  county.  Both  suits  were  settled  by  the  hospitals  agreeing 
not  to  engage  in  price  fixing,  and  both  hospitals  maintained  that  they  had  done  nothing  wrong. 
However,  the  hospitals  incurred  legal  fees  and  administrative  costs  to  settle  the  suits. 


'Nursing  homes  and  home  health  agencies  probably  have  been  underestimated  in  our  figures 
because  many  hospitals  may  also  have  these  providers  in  their  facilities,  but  did  not  report  these 
services  separately. 
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2.  Membership  Often  Included  Competitors 

Not  surprisingly,  given  the  large  number  of  hospital  members  in  consortia  and  networks, 
more  than  one-half  of  the  grantees  in  consortia  or  networks  (46)  reported  competing  with  other 
members  of  the  consortium  or  network.  Members  competed  with  each  other  for  both  inpatient 
services  (44  grantees)  and  outpatient  services  (43  grantees). 

3.  Consortia  and  Network  Goals  Focused  on  Staff  Issues  and  Coordinating  Services  and 
Referrals 

We  asked  grantees  to  make  2  assessments  of  1 1  possible  consortium  or  network  goals  that 
we  had  developed.2  First,  we  asked  the  grantees  to  indicate  how  important  each  goal  was  to 
them,  using  a  five-point  scale  (Table  VI.  1).  Second,  we  asked  .them  to  indicate  the  importance 
of  the  goal  to  the  consortium  or  network.  In  this  subsection,  we  discuss  the  goals  that  grantees 
considered  in  the  two  categories  that  were  most  important  to  their  participation  in  consortia  and 
networks  and  assess  the  degree  to  which  grantees  believed  their  goals  and  the  goals  of  the 
consortia  and  networks  coincided.  A  majority  of  the  grantees  indicated  that  consortium  or 
network  participation  improved  most  of  the  hospital  operations  that  grantees  considered  among 
the  most  important  goals  for  participation. 

Three  of  the  four  goals  that  grantees  most  commonly  ranked  as  most  important  are  also 
among  the  four  most  commonly  reported  grant  project  goals  (discussed  in  Chapter  II).  In  the 
2  categories  most  important  to  their  consortia  or  network  participation,  a  majority  of  the  82 


We  also  allowed  grantees  to  describe  a  12th  goal,  to  cover  the  possibility  that  we  had  failed 
to  include  an  appropriate  description  on  the  prepared  list. 
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TABLE  VI  I 

IMPORTANCE  OF  POTENTIAL  CONSORTIUM  OR  NETWORK  ACTIVITIES  TO  1993  GRANTEES 


Number  of  1993  Grantees  that  Ranked  Activity 

Activity 

Most  Important 

Important 

Less  or  Not 
Important 

Promote  Professional  Education  and  Development 

62 

12 

5 

Recruit  Health  Care  Professionals 

56 

13 

11 

Coordinate  Provision  of  Health  Care  Services 

56 

11 

II 

Establish  System  for  Referrals 

47 

8 

24 

Advocate  at  State  and  Federal  Levels 

35 

25 

18 

Provide  Joint  Quality  Assurance  Monitoring 

33 

17 

28 

Provide  Access  to  Capital 

31 

15 

31 

Purchase  Supplies  Jointly 

29 

30 

18 

Share  Administrative  Services 

26 

19 

33 

Share  Market  Planning  or  Publicity 

25 

26 

26 

Provide  Joint  Credentialing 

18 

19 

41 

Source:   Supplemental  Form  for  Second  Monitoring  Forms  from  the  82  grantees  that  reported  participating  in  consortia  or  networks. 

NOTE:  Importance  was  measured  on  a  five-point  scale  (with  one  being  least  important)  Scores  of  one  and  two  were  grouped  as  "Less  or  Not 
Important "  Scores  of  three  were  considered  "Important "  Scores  of  four  and  five  were  grouped  as  "Most  Important  "  As  a  result  of 
some  item  nonresponse,  responses  to  each  activity  do  not  always  sum  to  82. 


grantees  in  consortia  or  networks  ranked  professional  education  and  development  (62  grantees), 
recruiting  professionals  (56  grantees),  coordinating  health  care  services  (56  grantees),  and 
establishing  a  system  for  referrals  (47  grantees).  Coordinating  with  other  providers,  recruiting 
providers,  and  training  or  staff  development  were  three  of  the  four  most  commonly  reported  grant 
project  goals.  (We  did  not  list  "establishing  a  system  for  referrals"  among  the  possible  project 
goals  on  which  grantees  could  report.) 

The  first  two  goals,  professional  education  and  development  and  recruiting  professionals,  can 
be  performed  with  little  actual  change  in  operations  for  grantees.  Collaboration  for  staff 
development  ranges  from  hospitals  sharing  their  in-house  staff  development  materials  to 
obtaining  volume  discounts  for  attendance  at  external  education  programs.  Collaboration  to 
recruit  professionals  ranges  from  obtaining  leads  from  a  common  source  to  jointly  hiring  and 
employing  a  physician.  The  third  and  fourth  goals,  coordinating  health  care  services  and 
establishing  a  referral  system,  require  participation  of  other  providers  and  may  necessitate  that 
grantees  institute  operational  changes. 

Because  most  goals  that  were  ranked  infrequently  as  most  important  (collaboration  for 
purchasing  supplies,  administrative  services,  quality  assurance  monitoring,  credentialing 
providers,  marketing,  and  accessing  capital)  are  more  integral  to  the  grantees'  daily  operations, 
collaboration  in  these  areas  would  require  grantees  to  make  changes  in  their  daily  operations 
These  goals,  especially  collaboration  for  administrative  services,  may  require  substantial  changes 
in  management  information  systems,  or  billing  and  collections  staff  or  procedures. 
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In  fact,  grantees  considered  the  sharing  of  administrative  services  to  be  among  the  two  least 
important  goals  of  their  participation  in  consortia  or  networks.  More  than  one-third  of  the  82 
grantees  in  consortia  or  networks  reported  that  joint  credentialmg  (41  grantees)  and  sharing 
administrative  services  (33  grantees)  were  either  somewhat  unimportant  or  not  at  all  important 
to  their  consortium  or  network  participation,  only  18  grantees  and  26  grantees,  respectively, 
considered  these  goals  in  the  2  most  important  categories. 

4.   Most  Grantees  Agreed  with  Their  Consortia  and  Networks  on  the  Importance  of  Goals 

Most  grantees  agreed  with  their  consortia  and  networks  on  the  importance  of  goals.3  Almost 
one-half  of  the  82  grantees  in  consortia  and  networks  (39  grantees)  agreed  with  the  importance 
of  the  1 1  listed  goals;  another  24  disagreed  on  the  importance  of  only  1  or  2  of  the  1 1  goals.  Only 
seven  grantees  believed  that  the  consortium  or  network  ranked  the  importance  of  five  or  more  of 
the  goals  differently  than  did  the  grantees. 

Grantees  most  frequently  disagreed  on  the  importance  to  the  consortium  or  network  of  the 
goals  of  recruiting  professionals,  joint  quality  assurance,  and  accessing.  Twelve  grantees  each 
reported  grantee/consortia  disagreement  on  the  importance  of  those  goals.  Whereas  joint  quality 
assurance  and  accessing  capital  often  were  not  considered  most  important  goals,  recruiting 

3We  asked  grantees  to  rank  goals  on  a  five-point  scale  (with  one  being  least  important)  as 
a  means  of  indicating  the  goals'  importance  both  to  the  grantee  and  to  the  consortium.  Goals  that 
were  ranked  in  adjacent  categories  were  considered  to  be  in  agreement.  For  example,  if  a  grantee 
ranked  a  goal  as  not  important  (first  category)  to  its  participation  and  ranked  it  as  somewhat 
unimportant  (second  category)  to  the  consortium,  then  we  considered  the  grantee  and  consortium 
or  network  to  be  in  agreement.  If  a  grantee  ranked  a  goal  as  very  important  (fifth  category)  to  its 
participation  but  ranked  it  as  important  (third  category)  to  the  consortium,  then  we  considered 
them  to  be  in  disagreement. 
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professionals  was  considered  a  most  important  goal  for  more  than  half  the  consortia  or  network 
participants.  Most  of  these  grantees  considered  the  goals  more  important  than  did  the  consortium 
or  network. 

5.   Most  Grantees  Reported  Improvements  in  Important  Goals 

Almost  all  grantees  (77  of  82  grantees)  self-reported  improvements  in  hospital  operations  as 
a  result  of  consortium  or  network  participation.  In  addition,  most  of  the  reported  changes 
occurred  among  the  goals  that  grantees  considered  among  the  most  important  for  consortia  or 
network  participation  (Table  VI.2).  For  example,  52  of  the  59  grantees  reporting  improvements 
in  promoting  professional  education  and  development  considered  this  goal  among  the  most 
important  for  consortium  or  network  participation. 

However,  some  grantees  have  yet  to  see  improvements  related  to  goals  they  considered  as 
among  the  most  important  (Table  VI.2): 

•  Of  the  47  grantees  that  considered  expanding  their  referral  networks  as  among  the 
most  important  goals,  29  (62  percent)  did  not  report  improvements. 

•  Of  the  3 1  grantees  that  considered  access  to  capital  as  among  the  most  important 
goals,  19  (61  percent)  did  not  report  improvements. 

•  Of  the  33  grantees  that  considered  joint  quality  assurance  monitoring  as  among  the 
most  important  goals,  26  (79  percent)  did  not  report  improvements. 

•  Of  the  1 8  grantees  that  considered  joint  credentialing  as  among  the  most  important 
goals,  and  1 1  (61  percent)  did  not  report  improvements. 
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TABLE  VI  2 


IMPROVEMENTS  IN  GRANTEE  OPERATIONS  RESULTING  FROM  CONSORTIUM  OR 
NETWORK  PARTICIPATION,  1993  GRANTEES 


Improvements  in  Operations 

Number  of  Grantees 
that  Considered  Goal 
Among  the  Most 
Important 

Number  of  Grantees 
Reporting 
Improvement 

Number  of  Grantees 
Reporting  Improvement  in  a 
vjvjoi  v_uiis>iuci cu  /\mong  tne 
Most  Important 

Promote  Professional  Education  and  Development 

62 

59 

52 

Recruit  Professionals 

56 

39 

35 

Coordinate  Health  Care  Services 

56 

33 

32 

Advocate  at  State  and  Federal  Levels 

35 

33 

24 

Purchase  Supplies  Jointly 

32 

23 

Market  Planning  or  Publicity 

25 

31 

21 

Share  Administrative  Services 

26 

28 

16 

Expand  Referral  Network 

47 

22 

18 

Provide  Access  to  Capital 

31 

18 

12 

Joint  Quality  Assurance  Monitoring 

33 

10 

7 

Provide  Joint  Credentialing 

18 

8 

  7  

SOURCE:   Supplemental  Form  for  Second  Monitoring  Forms  from  82  grantees  that  reported  participating 
77  grantees  reported  at  least  1  of  the  listed  changes  in  hospital  operations. 


NOTE:      The  column  on  the  right  side  of  the  table  contains  the  grantees  that  both  considered  each  goal  among  the 
improvement  in  that  goal. 


in  a  consortium  or  network.  Overall, 
most  important  and  reported 


It  would  be  unrealistic  to  expect  all  grantees  to  report  improvements  related  to  consortium 
or  network  goals.  Grantees  may  face  implementation  delays  owing  to  operational  problems  or 
disagreements  with  other  members  about  the  relative  importance  of  goals.  Nonetheless,  the  four 
goals  that  we  have  discussed  represent  the  areas  in  which  grantees  have  had  the  greatest  difficulty 
making  progress. 

6.  Grantees  Reported  Member  Commitment  as  an  Important  Key  to  Progress 

Member  commitment  and  consensus  on  goals  merit  the  attention  of  consortia  and  networks, 
as  these  two  issues  emerged  as  the  most  important  of  five  factors  related  to  progress  toward 
consortium  or  network  goals.  A  total  of  55  grantees  indicated  that  members'  commitment  was 
a  factor  in  progress  toward  goals;  48  grantees  indicated  that  consensus  on  goals  was  a  factor 
(Table  VI.3). 

Of  the  62  grantees  that  reported  factors  as  catalysts  to  progress,  45  indicated  commitment  of 
members  as  a  catalyst.  Of  the  30  grantees  that  reported  factors  as  barriers,  almost  half  indicated 
lack  of  commitment  of  other  parties  as  a  barrier.  Forty  of  the  62  grantees  reporting  catalysts  and 
8  of  the  30  grantees  reporting  obstacles  cited  consensus  as  influencing  progress  toward  goals. 

7.  Grantees  Reported  Time  Costs  and  Several  Benefits  from  Consortium  Participation 

Grantees  reported  that  participation  in  consortia  and  networks  required  time,  but  few  grantees 
reported  other  costs.  Of  the  79  grantees  that  reported  costs,  almost  all  reported  the  time  required 
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TABLE  VI  3 


CATALYSTS  AND  OBSTACLES  TO  ACHIEVING  CONSORTIUM  OR 
NETWORK  GOALS,  1993  GRANTEES 


Number  of  Grantees  Reporting  Factor 


As  Catalyst 


As  Obstacle 


Number  of  Grantees  that 
Indicated  Factor  as 


Commitment  of  Members 

45 

14 

55 

Consensus  on  Goals 

40 

8 

48 

Leadership 

39 

6 

44 

Concrete  Goals 

38 

6 

43 

Member  Authority  to  Make  Decisions 

26 

7 

32 

Number  of  Grantees  Responding 

62 

30 

70 

Source:   Supplemental  Form  for  Second  Monitoring  Forms  from  82  grantees  that  reported  participating  in  a  consortium  or  network. 


NOTE:      Grantees  could  report  factors  as  both  a  catalyst  and  an  obstacle.  The  column  on  the  right  side  of  the  table  counts  grantees  only 
if  the  grantee  considered  the  factor  both  as  a  catalyst  and  obstacle. 


once 


for  meetings  (76  grantees),  planning  (67  grantees),  and  activities  (63  grantees)  as  a  cost  of 
participation.  Fewer  than  half  the  grantees  (34  grantees)  are  in  consortia  or  networks  that  require 
membership  dues;  only  4  grantees  reported  other  financial  costs  to  participation  (for  salaries  and 
capital).  Only  six  grantees  reported  the  need  to  limit  their  own  hospital's  services  in  some  way 
to  coordinate  health  care  services. 

Sixty-four  grantees  indicated  at  least  1  benefit  from  participation  in  a  consortium  or  network. 
Grantees  indicated  the  following  benefits: 

•  Improvement  in  quality  of  care  (40  grantees) 

•  Increase  in  inpatient  or  outpatient  utilization  (33  grantees) 

•  Decrease  in  operating  costs  or  bad  debt  (30  grantees) 

•  Stabilization  in  staffing  (25  grantees) 

•  Other-includes  increased  access  to  capital  or  technology,  staff  education  (16 
grantees) 

More  grantees  reported  an  increase  in  the  quality  of  care  than  reported  increases  in  other  financial 
or  utilization  benefits.  The  grantees  seem  to  recognize  that  even  if  their  participation  in  consortia 
or  networks  does  not  improve  finances  or  utilization  directly,  they  benefit  broadly  from  that 
participation. 

Most  grantees  (63)  identified  both  costs  and  benefits  of  participation,  although  it  is  unclear 
how  costs  and  benefits  balance.  One  grantee  identified  benefits,  but  no  costs.  Seventeen 
grantees  are  particularly  interesting,  however,  because  they  indicated  at  least  1  cost,  but  no 
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benefits.  Five  of  the  17  did  not  indicate  any  benefits  because  their  participation  had  been  too 
recent  to  permit  their  determination  of  benefits.  Another  five  grantees  did  not  report  any  benefits 
because  they  disagreed  with  the  consortium  or  network  on  goals.  The  fact  that  the  1 7  grantees 
still  participate  in  their  consortia  or  networks  indicates  that  they  expect  some  benefit,  even  if  it 
has  not  yet  accrued. 

C.  SUMMARY  AND  CONCLUSIONS 

About  half  of  the  1993  grantees  (82)  participated  in  consortia  or  networks  and  most  indicated 
benefits  from  that  participation.  These  benefits  included  improved  quality  of  care,  stabilized 
staffing,  increased  utilization,  and  decreased  operating  costs,  all  of  which  could  balance  the  time 
required  for  meetings,  planning,  and  activities,  which  almost  all  the  grantees  indicated  was  the 
cost  of  their  participation.  The  changes  in  operations  resulting  from  participation  almost  always 
related  to  the  goals  that  grantees  indicated  as  most  important  to  their  participation.  Furthermore, 
a  majority  of  grantees  indicated  that  participation  improved  most  of  the  hospital  operations  that 
grantees  considered  among  the  most  important  goals  for  participation. 

However,  17  grantees  indicated  costs,  but  no  benefits,  from  participation.  Several  of  these 
grantees  deferred  indicating  benefits  because  of  their  limited  experience  as  a  consortium  or 
network  member.  Several  others  disagreed  with  their  consortium  or  network  members  about  the 
importance  of  goals. 

Findings  from  this  preliminary  examination  of  the  1993  grantees  generally  agree  with  the 
findings  from  recent  research  into  rural  hospital  networks  conducted  by  Moscovice,  et  al  (1995). 
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They  found  that  almost  one-half  of  all  rural  hospitals  in  the  United  States  participated  in  a  rural 
hospital  network  between  1985  and  1990.  More  than  one-half  of  a  sample  of  rural  networks  did 
not  require  dues,  costs  of  participation  for  these  hospitals  was  the  time  that  staff  spent  attending 
meetings  and  implementing  activities.  The  sample  of  rural  networks  had  a  mean  program 
adoption  rate  of  70  percent.  Although  hospital  administrators  cited  cost  efficiency  as  their 
strongest  motivation  for  joining  a  network,  they  did  not  list  economic  advantage  as  a  major 
benefit  of  network  membership.  Instead,  administrators  cited  peer  networking  or  collegial 
interaction  as  the  primary  benefit  they  received  from  network  participation. 

We  will  expand  our  discussion  of  this  topic  in  the  final  evaluation  report  for  the  1 993  cohort, 
due  in  December  1996.  Our  investigation  will  include  two  comparisons:  (1)  whether  the  grant 
program  had  a  different  effect  on  grantees  in  consortia  or  networks  than  on  other  grantees,  and 
(2)  whether  the  grant  program  had  a  different  effect  on  grantees  reporting  successful  consortium 
or  network  experiences  than  on  grantees  that  were  not  consortium  or  network  members.  We  will 
compare  the  changes  in  pre-  and  post-grant  measures  of  finances  and  management  for  grantees 
that  participate  in  consortia  and  networks  with  those  for  grantees  that  do  not  participate 
Similarly,  we  will  compare  pre-  and  post-grant  measures  of  finances  and  management  for 
successful  participants  and  for  nonparticipants.  We  will  examine  the  following  financial 
measures: 

•  Gross  patient  revenue 

•  Operating  margin 
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•  Operating  revenue  and  operating  expense  per  discharge 

•  Total  profit  margin. 

We  will  examine  the  following  management  measures. 

•  Occupancy  rates 

•  Payer  mix 

•  Age  of  accounts  receivable 

•  Average  length  of  stay 

•  Average  time  for  grantees  to  pay  debts 
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TABLE  A.l 


FUNDS  AWARDED  UNDER  RURAL  HEALTH  CARE  TRANSITION 

GRANTS  PROGRAM,  1995 


State 

Hospital  Name 

First- Year  Funding 

AL 

Crenshaw  Baptist  Hospital 

50,000 

AR 

Baptist  Medical  Center  Arkadelphia 

50,000 

AZ 

Navapache  Regional  Medical  Center 

48,129 

CA 

Eastern  Plumas  District  Hospital 

50,000 

CO 

St.  Vincent  General  Hospital 

50,000 

FL 

Calhoun  Liberty  Hospital  Association, 

50,000 

Inc. 

FL 

Campbellton-Graceville  Hospital 

50,000 

FL 

Doctors  Memorial  Hospital 

50,000 

FL 

Northwest  Florida  Community  Hospital 

50,000 

GA 

Memorial  Hospital  of  Washington  County 

49,100 

IA 

Montgomery  County  Memorial  Hospital 

50,000 

ID 

Oneida  County  Hospital 

50,000 

IL 

Carmi  Township  Hospital  d.b.a.  White 

50,000 

County  Hospital 

IN 

Gibson  General  Hospital 

50,000 

IN 

Wirth  Osteopathic  Hospital 

50,000 

KS 

Cheyenne  County  Hospital 

50,000 

KY 

Memorial  Hospital 

50,000 

LA 

South  Cameron  Memorial  Hospital 

50,000 

MD 

Dorchester  General  Hospital 

50,000 

ME 

Penobscot  Valley  Hospital 

50,000 

MI 

Baraga  County  Memorial  Hospital 

50,000 

MI 

Bell  Memorial  Hospital 

50,000 

MI 

Crystal  Falls  Community  Hospital 

50,000 

MI 

Grand  View  Hospital 

50,000 

MI 

Helen  Newberry  Joy  Hospital 

50,000 

MI 

Iron  County  General  Hospital 

50,000 

MI 

Keweenaw  Memorial  Medical  Center 

50,000 

MI 

Munising  Memorial  Hospital 

50,000 

MI 

Ontonagon  Memorial  Hospital 

50,000 

MI 

Portage  Health  System 

50,000 

MI 

Schoolcraft  Memorial  Hospital 

50,000 
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TABLE  A.  1  (continued) 

State 

Hospital  Name 

First- Year  Funding 

MN 

Community  Memorial  Hospital 

50,000 

MN 

Northwest  Medical  Center 

50,000 

MO 

Scotland  County  Memorial  Hospital 

50,000 

MS 

Humphreys  County  Memorial  Hospital 

50  OOO 

MT 

St.  John's  Lutheran  Hospital,  Inc. 

NC 

Chowan  Hospital,  Inc. 

50  000 

ND 

West  River  Health  Services 

50  000 

NE 

Cambridge  Memorial  Hospital, 

15  000 

Association 

NE 

Great  Plains  Regional  Medical  Center 

15,000 

NE 

Harlan  County  Hospital 

3,000 

NE 

Phelps  Memorial  Health  Center 

15,000 

NE 

Tri  County  Hospital 

15,000 

NH 

Littleton  Regional  Hospital 

50,000 

NM 

Socorro  General  Hospital 

49,965 

OH 

Clinton  Memorial  Hospital 

49,920 

OK 

Kingfisher  Regional  Hospital 

50,000 

OR 

Grande  Ronde  Hospital 

50,000 

PA 

Troy  Community  Hospital 

50,000 

PR 

Castaner  General  Hospital,  Inc. 

50,000 

SC 

Low  Country  General  Hospital 

45,000 

SD 

Mobridge  Regional  Hospital 

25,000 

TN 

Woods  Memorial  Hospital  District 

50,000 

TX 

Henderson  Memorial  Hospital 

50,000 

VA 

Northampton- Accomack  Memorial 

50,000 

VT 

Grace  Cottage  Hospital 

50,000 

WA 

Lake  Chelan  Community  Hospital 

50,000 

WI 

Bay  Area  Medical  Center,  Inc. 

50,000 

WI 

Oconto  Memorial  Hospital,  Inc. 

50,000 

WV 

Wetzel  County  Hospital 

47,000 

WY 

Crook  County  Memorial  Hospital 

49,835 
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SCORE  ADJUSTMENT  PROCESS 
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This  appendix  documents  how  the  scores  of  1994  grant  applications  were  adjusted  to  account 
for  differences  in  panels'  scoring,  as  well  as  how  the  adjusted  scores  were  rescaled  for  easier 
interpretation.  This  work  was  conducted  under  Federal  contract  by  National  Biosystems. 

To  adjust  the  scores,  the  mean  and  standard  deviation  of  the  total  scores  for  all  proposals 
reviewed  by  each  panel  were  calculated.  The  panel  mean  then  was  subtracted  from  each  individual 
score,  and  this  difference  was  divided  by  the  panel  standard  deviation.  Define  X^  as  the  individual 
proposal  score  assigned  by  the  panel,  Xp  as  the  mean  of  all  scores^  for  that  panel,  and  Sp  as  the 
standard  deviation  of  the  panel  mean.  The  adjusted  score  (7^,)  is  then  calculated  as: 

(1)  T¥-(X¥-XySf 

To  rescale  the  adjusted  scores  so  that  they  are  easier  to  interpret,  the  maximum  adjusted  score 
and  minimum  adjusted  score  across  all  applicants  were  first  identified.  Define  as  the 
maximum  score,  and       as  the  minimum.  The  rescaled  score  is  then  calculated  as: 

T  -  T 

(2)  Score  = — !  ^-*100. 

T  -T 

max  mm 

This  rescaling  process  resulted  in  scores  ranging  from  0  to  100,  the  same  as  the  original  range  of 
the  panel-assigned  scores.  The  process  maintained  the  distribution  and  ranking  of  the  adjusted 
scores. 
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APPENDIX  C 


TELEPHONE  INTERVIEW  PROTOCOL, 
1993  AND  1994  GRANTEES 
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INTRODUCTION 


HCFA  is  interested  in  finding  out  whether  the  statewide  Medicaid  reform  that  your  state  has 
implemented  has  affected  your  hospital  and  if  so,  what  the  effects  have  been.  HCFA  is 
particularly  interested  in  finding  out  whether  the  reforms  have  affected  your  financial  viability  or 
your  ability  to  implement  the  grant  project.  Before  we  start  our  conversation  about  the  statewide 
Medicaid  managed  care  program,  I  want  to  ask: 

1 .  Has  the  general  expansion  of  managed  care  affected  your  hospital?  If  so,  how? 
PROBE--Has  it  affected  your 

-  flow  of  patients  (more  patients,  fewer  patients,  different  mix  of  patients) 

-  mix  of  care  (less  inpatient,  less  outpatient,  fewer  of  all  services) 

-  reimbursement  rates 

2.  Has  the  general  expansion  of  managed  care  affected  the  local  physicians?  If  so,  how? 

The  statewide  Medicaid  reform  that  I  will  be  referring  to  throughout  our  conversation  is  the 
Your  first  background  information  report  showed  that  the  proportion  of  total  revenue  that  comes 
from  Medicaid  is  approximately  percent.  Is  that  still  true? 
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PROTOCOL  FOR  HOSPITALS  IN  STATES  THAT  CONTRACT  WITH  MANAGED 

CARE  PLANS  (AZ,  FL,  HI,  NH,  OR,  TN) 


3.    Does  your  hospital  participate  in  the  statewide  program? 

IF  NO- Why  doesn't  the  hospital  participate  in  the  program?  Have  you  been  approached  by 
a  managed  care  organization? 


IF  NO- Why  do  you  think  that  is?  PROBE  if  responds,  "Don't  know."- 

-  Is  it  because  managed  care  has  been  concentrating  in  urban  areas  before  it 
expands  its  network  to  rural  areas 

-  Or,  that  rural  areas  do  not  have  the  surplus  in  health  services  to  allow  managed 
care  to  reap  savings 

-  A  competing  hospital  already  has  a  contract  with  the  managed  care  organization 

-  IF  RESPONDS  THAT  STATE  WAIVES  REQUIREMENT  FOR  RURAL 
AREAS,  FIND  OUT  WHEN  PROGRAM  IS  TO  BE  PHASED  IN  TO  RURAL 
AREAS  OR  OF  ANY  PLANS  TO  INCLUDE  RURAL  AREAS 


IF  YES-Why  didn't  your  hospital  join? 

-  IF  CONTRACTED  PAYMENTS  WERE  TOO  LOW,  PROBE-How  were  you 
supposed  to  be  paid-discounted  fee-for-service,  per  diem,  DRG-based  capitation, 
or  other  capitation? 

-  IF  THE  HOSPITAL  WAS  UNWILLING  TO  ADD  SERVICES  THAT  THE 
MANAGED  CARE  ORGANIZATION  DEEMED  NECESSARY,  PROBE- 
which  ones? 

-  IF  THE  HOSPITAL'S  MANAGEMENT  INFORMATION  SYSTEM 
INSUFFICIENT  TO  MONITOR  UTILIZATION,  PROBE-In  what  ways? 

-  Has  the  hospital  lost  patients  because  it  has  not  contracted  with  a  managed  care 
organization?  How  much  does  that  hurt  the  hospital? 
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-  Has  the  hospital  lost  business  from  physicians  who  have  gone  to  work  for  the 
managed  care  organization  through  another  hospital? 

-  Has  the  hospital  changed  any  operations  or  relationships  with  other  providers  in 
anticipation  of  managed  care  entering  the  area?  PROBE: 

-  networks-find  out  with  what  other  providers 

-  physician-hospital  organizations 

-  preferred  provider  organizations 

-  beginning  a  new  relationship  or  changing  a  relationship  with  other  providers- 
FEND  OUT  WHICH  ONES 

IF  YES~With  what  managed  care  organization  do  you  contract? 

-  What  kind  of  contract  do  you  have  with  the  managed  care  organization?  CHECK 
ONE 

-  Discounted  fee-for-service 

-  Capitation  according  to  diagnosis  (DRG)-Is  there  stop-loss  coverage? 

-  Capitation  according  to  enrollment-Is  there  stop-loss  coverage? 

-  Per  diem  payment-Do  the  rates  vary  according  to  service? 

-  Are  there  any  withholds  or  bonuses  in  your  contract? 

-  Do  you  think  that  the  contract  is  responsible  for  changes  in  hospital  utilization  or  policies? 

PROBE:  Is  the  contract  responsible  for: 

-  decreased  utilization  (decreased  emergency  room  use,  shorter  length  of  stay 
because  of  concurrent  reviews  with  a  nurse  case  manager,  increased  outpatient 
utilization  and  decreased  inpatient  utilization)  FIND  OUT  WHAT  KIND  OF 
UTILIZATION  WAS  REDUCED 
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-  addition  of  new  services  (wellness  programs,  clinics)  or  outpatient  equipment 
FIND  OUT  WHAT  KIND 

-  increasing  staff  education,  or  implementing  protocols,  retrospective  review,  or 
physician  profiling 

-  implementing  controls  on  utilization  (formularies,  prior  authorization, 
concurrent  review,  or  discharge  planning)~FIND  OUT  WHO  PERFORMS 
IT  AND  WHAT  THEY  DO 

-  changes  in  transfer  patterns  or  laboratory  or  other  contracting 

-  WHICH  OF  THESE  CHANGES  WERE  DUE  SOLELY  TO  THE  MANAGED 
CARE  CONTRACT  (NOT  PART  OF  AN  OVERALL  ADJUSTMENT  TO 
INCREASE  HOSPITAL  EFFICIENCY)? 

-  Have  you  noticed  these  changes  occurring  for  the  non-program  name  population  as 
well  as  patients  covered  by  name  of  program?  Which  ones? 

-  Has  the  hospital  needed  to  change  its  quality  assurance  procedures  in  response  to  the 
managed  care  contract?  If  so,  what  was  changed  or  implemented? 

-  Does  the  managed  care  organization  conduct  its  own  quality  assurance? 

-  Does  the  hospital  contract  with  this  managed  care  organization  for  any  other  patients 
(employer  groups,  Medicare  beneficiaries)? 

IF  YES-Does  the  contract  differ  for  the  other  group(s)?  How?  (REVIEW  ANSWERS 
TO  THE  QUESTIONS  ABOVE  AS  A  GUIDE) 

-  As  a  result  of  the  managed  care  contract,  has  the  hospital  faced  any  issues  related 
to  potential  loss  of  control  over  patient  care? 

4.    Has  the  hospital  been  approached  by  other  managed  care  organizations  in  the  area  that  are 
not  part  of  name  of  statewide  program? 

IF  YES-Did  the  hospital  join? 

IF  YES-How  many  contracts  do  you  have?  How  does  the  hospital  get  paid  under  each 
contract? 
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IF  NO-- Why  didn't  the  hospital  join?  How  would  have  the  hospital  been  paid? 


5.  Do  area  physicians  participate  in  the  statewide  program? 

IF  NO-Does  lack  of  physician  participation  hurt  the  hospital?  Do  name  of  program 
beneficiaries  receive  care  at  other  hospitals  because  area  physicians  don't  participate? 

IF  YES--Have  you  noticed  changes  in  physician  practice  in  any  of  the  following  areas: 

-  changes  in  practice  patterns  due  to  protocols-FIND  OUT  WHICH  ONES  ' 

-  adherence  to  formularies  for  prescription  drugs 

-  changes  in  referrals  to  specialists  who  do  not  use  your  hospital-which  ones 

-  changes  in  other  practice  patterns,  such  as 

-  less  emergency  room  use 

-  shorter  length  of  stay  in  the  hospital 

-  higher  utilization  of  home  health  and  skilled  nursing  care 

-  fewer  procedures  performed  on  an  inpatient  basis  and  more  performed  on  an 
outpatient  basis 

-  WHICH  OF  THESE  CHANGES  OCCURRED  ONLY  AFTER  THE 
MANAGED  CARE  CONTRACT  BEGAN  (could  not  be  attributed  to  general 
efforts  to  change  to  current  practice  patterns)? 

-  Have  you  noticed  these  changes  occurring  for  the  non-program  name  population 
as  well  as  patients  covered  by  name  of  program?  Which  ones? 

6.  Has  the  name  of  managed  care  contract  program  affected  hospital  or  area  services  in  any 
other  way? 

7.  Has  the  name  of  managed  care  contract  program  affected  the  implementation  of  your  Rural 
Health  Care  Transition  Grant  project?  How?  (REVIEW  GRANT  PROJECT  OBJECTIVES 
AND  PROGRESS  THROUGH  DECEMBER  1994  PRIOR  TO  TELEPHONE 
INTERVIEW). 
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8.    What  progress  have  you  made  in  your  grant  project  since  (January  3 1  or  March  3 1  1 995)9 
(GET  FOR  EACH  GRANT  PROJECT  OBJECTIVE) 
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PROTOCOL  FOR  STATES  WITH  PRIMARY  CARE  CASE  MANAGEMENT 

(AR,  CO,  MD,  MI,  ND,  NM,  WV) 


3.    Do  area  physicians  participate  in  the  statewide  program? 

IF  NO~Does  lack  of  physician  participation  hurt  the  hospital?  Do  name  of  program 
participants  go  to  other  hospitals  because  area  physicians  don't  participate? 

-  Even  if  physicians  do  not  participate  in  the  program,  has  the  program  affected 
physician  practice  patterns  because  of  increased  awareness  of  primary  care  case 
management?  In  what  ways? 

-  Has  the  hospital  promoted  the  program  with  the  physicians?  If  yes,  please  describe 
the  effort. 

IF  YES--Have  you  noticed  changes  in  physician  practice? 

CHECK  ALL  THAT  APPLY-IF  NO,  PROBE: 

-  more  physician  office  visits— more  follow  up  and  monitoring 

-  changes  in  practice  patterns  due  to  protocols 

-  adherence  to  formularies  for  prescriptions 

-  changes  in  the  rate  or  mix  of  referrals  to  specialists 

-  changes  in  other  practice  patterns,  such  as 

-  less  emergency  room  use 

-  shorter  length  of  stay  in  the  hospital 

-  higher  utilization  of  home  health  and  skilled  nursing  care 

-  fewer  procedures  performed  on  an  inpatient  basis  and  more  performed  on  an 
outpatient  basis 
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-  WHICH  OF  THESE  CHANGES  OCCURRED  ONLY  AFTER  THE 
PRIMARY  CARE  CASE  MANAGEMENT  BEGAN  (and  could  not  be 
attributed  to  general  efforts  to  change  to  current  practice  patterns)? 

-  Have  you  noticed  these  changes  occurring  for  the  non-program  name 
population  as  well  as  patients  covered  by  name  of  program?  Which  ones? 

Do  you  think  that  the  primary  care  case  management  program  is  responsible  for  changes  1 
hospital  utilization  or  policies? 


PROBE: 

-  decreased  utilization  (emergency  room  use,  shorter  length  of  stay,  increased 
outpatient  utilization  and  decreased  inpatient  utilization-GET  SPECIFICS 

-  adding  new  services  (wellness  programs,  clinics)  or  outpatient  equipment 

-  increasing  staff  education,  implementing  protocols 

-  implementing  utilization  controls  (concurrent  review,  formularies) 

-  changes  in  transfer  or  referral  patterns 

-  WHICH  OF  THESE  CHANGES  WERE  DUE  SOLELY  TO  THE  PRIMARY  CARE 
CASE  MANAGEMENT  PROGRAM  (NOT  PART  OF  AN  OVERALL  ADJUSTMENT 
TO  INCREASE  HOSPITAL  EFFICIENCY  OR  ADDRESS  COMMUNITY  NEEDS)? 

-    Have  you  noticed  these  changes  occurring  for  the  non-program  name 
population  as  well  as  patients  covered  by  name  of  program?  Which  ones? 


Has  the  primary  care  case  management  program  affected  the  hospital  or  area  services  in  any 
other  way?  If  yes,  in  what  ways? 


Has  the  primary  care  case  management  affected  the  implementation  of  your  Rural  Health 
Care  Transition  Grant  Program  grant  project?  If  yes,  in  what  ways?  (REVIEW  GRANT 
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PROJECT  OBJECTIVES  AND  PROGRESS  THROUGH  DECEMBER  1994  PRIOR  TO 
TELEPHONE  INTERVIEW). 


7.   What  progress  have  you  made  in  your  grant  project  since  (January  3 1 ,  or  March  31,1 995)? 
(GET  FOR  EACH  GRANT  PROJECT  OBJECTIVE) 
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APPENDIX  D 


SUMMARY  OF  STATEWIDE  MEDICAID 
MANAGED  CARE  INITIATIVES 
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The  13  statewide  Medicaid  managed  care  initiatives  from  which  we  selected  our  sample  of 
36  grantees  can  be  described  as  either  primary  care  case  management  (PCCM),  or  based  on 
contracting  with  health  maintenance  organizations  (HMOs)  or  other  types  of  managed  care 
organizations  (Appendix  D,  Table  1).  Seven  of  the  13  states  use  PCCM  Medicaid  reforms  and 
enter  into  agreements  with  primary  care  providers  (usually  a  family  practitioner,  general 
practitioner,  internal  medicine,  or  pediatric  specialist)  to  act  as  case  managers  to  deliver  or 
arrange  for  specific  health  care  services.  These  states  assign  Medicaid  recipients  (or  allow  them 
to  select)  a  primary  care  case  manager.  Case  managers  (or  their  backup)  are  required  to  be 
available  to  Medicaid  recipients  24  hours  per  day,  7  days  per  week;  provide  primary  care  services, 
and  approve  other  services,  such  as  laboratory,  radiology,  and  emergency  services  that  Medicaid 
recipients  receive  In  return  for  these  case  management  services,  PCCM  providers  usually  receive 
a  small  payment  (often  $3  per  Medicaid  recipient  per  month).  Services  rendered  to  Medicaid 
recipients  are  paid  by  states  on  the  usual  fee-for-service  basis;  as  a  result,  case  managers  face  no 
penalty  for  allowing  excessive  utilization  of  expensive  specialist  and  emergency  services  (except 
that  the  state  may  not  renew  the  PCCM  contract).  The  following  seven  states  implemented 
statewide  mandatory  PCCM  Medicaid  reforms  between  1983  and  1995:  Arkansas,  Colorado, 
Maryland,  Michigan,  New  Mexico,  North  Dakota,  and  West  Virginia.1 


'We  excluded  South  Carolina's  statewide  PCCM  Medicaid  program  because  it  limits 
enrollment  to  infants  and  high-risk  pregnant  women  and  many  grantees  do  not  perform  deliveries. 
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TABLE  D.I 


STATEWIDE  MEDICAID  MANAGED  CARE  INITIATIVES  IN  STATES  WITH  RIICT  GRANTEES 

(As  of  June  1994) 


oiaic 

Name  ol  Medicaid  Reform  Program 

Type  of  Medicaid  reform  program 

Medicaid  Reform  Program 
Enrollment,  June  1994 
(unless  otherwise  noted) 

Tennessee 

TennCare 

Contracts  with  5  PPOs  and  7  HMOs.  Participation  is  mandatory  for 
eligible  groups  (1115  waiver) 

1 ,25 1 .000  as  of  December  1 994 

Arizona 

Arizona  Health  Care  Cost  Containment  System  (AHCCCS) 

Contracts  with  managed  care  organizations.  Participation  is  mandatory 
for  eligible  groups.  ^1 1 1 5  waiver) 

436.000  as  of  August  1994 

Oregon 

Oregon  Health  Plan 

Contracts  with  managed  care  organizations  and  primary  care  case 
managers.  Participation  is  mandatory  for  eligible  groups.  (MIS 
waiver) 

375,000  as  of  February  1995 

Hawaii 

Quality  care,  ensuring  universal  access,  encouraging  efficient 
utilization,  stabilizing  costs,  and  transforming  the  way  health 
care  is  provided  to  public  clients  (QUEST) 

Contracts  with  managed  care  organizations.  Participation  is  mandatory 
for  eligible  groups.  (HIS  waiver) 

1 24,000  as  of  February  1 995 

Florida 

Community  Medical  Plan 

Contracts  with  one  HMO.  Participation  is  voluntary.  (No  waiver 
needed) 

24,498 

New  Hampshire 

Healthsource,  Inc. 

Contracts  with  one  HMO.  Participation  is  voluntary.  (No  waiver 
needed) 

451 

Maryland 

Maryland  Access  to  Care  Program  (MAC) 

PCCM  (no  management  payment,  but  pays  SO  percent  hiaher  chine* 
for  office  visits).  Participation  is  mandatory.  ( 191 5(b)  waiver)  

Michigan 

Physician  Sponsor  Plan 

PCCM.  Participation  is  mandatory.  (1915(b)  waiver)  

172,263  

Colorado 

Primary  Care  Physician  Program 

PCCM.  Participation  is  mandatory.  (191 5(b)  waiver) 

112.639 

New  Mexico 

Primary  Care  Network 

PCCM.  Participation  is  mandatory.  (191 5(b)  waiver)   

106,120 

West  Virginia 

West  Virginia  Physician  Assured  Access  System  (PAAS) 

PCCM.  Participation  is  mandatory.  (1915(b)  waiver)   

85,966  

Arkansas 

Primary  Care  Physician 

PCCM.  Participation  is  mandatory.  (1915(b)  waiver)  

76,784 

North  Dakota 

North  Dakota  Access 

PCCM  (no  management  payment).  Participation  is  mandatory 

(191 5(b)  waiver)  

29.100 

SOURCE:  US  Department  of  Health  and  Human  Services.  1 994a  and  1 994b  Medicaid  reform  program  enrollment  figures  for  Hawaii  and  Tennessee  provided  bv  State  nroaram  ,t.iT  uua~-a  t 

enrollment  figure  for  Oregon  provided  by  Woodward.  1 995.  «=nnessee  provided  by  Stale  program  staff  Medicaid  reform  program 

NOTE:      Table  includes  only  those  states  that  contain  1 993  or  1 994  grantees  and  that  operated  the  Medicaid  reform  program  for  at  least  I  year 
PPO  =  preferred  provider  organization;  HMO  -  health  maintenance  organization;  PCCM  -  primary  care  case  management. 


The  remaining  six  states  in  our  sample  (Arizona,  Florida,  Hawaii,  New  Hampshire,  Oregon, 
and  Tennessee)  have  statewide  efforts  to  contract  with  managed  care  organizations  to  deliver 
medical  care  to  Medicaid  recipients.  These  programs  operate  as  either  Federal  demonstration 
projects  or  as  individual  voluntary  programs.2  For  all  six  states,  the  managed  care  organizations 
deliver  care  to  Medicaid  recipients  in  the  same  manner  as  they  would  deliver  care  for  other 
members,  that  is,  they  can  restrict  the  providers  that  members  can  use  and  require  prior 
authorization  before  rendering  services.  Furthermore,  managed  care  organizations  can  restrict 
payment  to  contracted  local  providers  for  failing  to  adhere  to  prior  authorization  guidelines  The 
states  developed  different  ways  of  using  managed  care  organizations: 

•  The  Arizona  Health  Care  Cost  Containment  System  (AHCCCS)  began  in  1 982  and 
selects  at  least  two  managed  care  organizations  for  each  county  by  competitive 
bidding.  Enrollment  is  mandatory  for  Medicaid  recipients  and  other  eligible 
populations.  Hospitals  receive  per  diem,  tiered  payments  (for  example,  one  rate  for 
obstetrics,  another  for  medical,  another  for  surgical)  based  on  actual  costs. 

•  Florida  and  New  Hampshire  contract  with  HMOs  to  serve  Medicaid  recipients. 
Florida  has  been  contracting  with  HMOs  for  13  years,  one  of  the  HMOs  with  which 
Florida  contracts  operates  statewide.  New  Hampshire  began  contracting  with  HMOs 
in  1994,  one  of  the  two  HMOs  with  which  it  contracts  operates  statewide.  Both 
Florida  and  New  Hampshire  have  voluntary  enrollment  for  Medicaid  recipients  and 
hence,  do  not  need  a  Federal  waiver  for  their  programs.. 

•  Hawaii  Health  QUEST  (quality  care,  ensuring  universal  access,  encouraging  efficient 
utilization,  stabilizing  costs,  and  transforming  the  way  health  care  is  provided  to 
public  clients)  created  a  public  purchasing  pool  that  capitates  managed  care 
organizations  to  provide  health  care  to  Medicaid  recipients  and  the  underinsured 
population.  The  state  shares  the  risk  of  providing  health  care  under  capitated 
payment  with  the  managed  care  plans  for  cases  costing  more  than  $30,000  per  case. 
The  managed  care  organizations  then  contract  with  local  providers;  payment 


2States  receive  the  authority  to  mandate  participation,  limit  the  freedom  of  choice,  limit 
comparability  of  benefits,  change  provider  payment,  or  change  other  aspects  of  their  Medicaid 
programs  through  waivers  contained  in  Section  1 1 1 5(a)  of  the  Social  Security  Act  for  the 
demonstration  project  reforms. 
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arrangements  vary  from  fee-for-service  to  capitation.  Hawaii  covers  people  with 
incomes  up  to  300  percent  of  the  federal  poverty  level  and  mandates  participation  in 
Health  QUEST. 

The  Oregon  Health  Plan  mandates  that  each  county  contract  with  fully  capitated 
health  plans  or  other  managed  care  organizations,  such  as  physician  care 
organizations  or  primary  care  case  managers,  to  provide  care  to  Medicaid  and  other 
eligible  populations;  payment  arrangements  vary  from  capitation  to  fee-for-service. 
Oregon  limits  covered  services  to  the  conditions  and  treatments  that  an  annual 
Oregon  Health  Services  Commission  ranks  as  most  important  or  as  likely  to  result  in 
a  healthier  population  and  that  it  estimates  can  be  covered  by  the  budget  available. 
The  Oregon  Health  Plan  extends  eligibility  to  the  uninsured  with  incomes  under 
100  percent  of  the  Federal  poverty  line  and  eliminates  spend  down  of  cash  assets. 

Tennessee's  TennCare  program  began  in  1994  and  mandates  that  Medicaid  recipients 
and  the  uninsured  population  enroll  in  state-contracted  preferred  provider 
organizations  or  HMOs.  These  managed  care  organizations  receive  a  monthly 
capitation  and  arrange  their  own  contracts  with  local  providers,  payment 
arrangements  vary  from  fee-for-service  to  capitation. 
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APPENDIX  E 


SUPPLEMENTAL  MONITORING  FORM 
FOR  1993  GRANTEES 
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CONSORTIUM  AND  NETWORK  SUPPLBUEMT  Pflnu 

■ 

1993  GRANTEES 

1 

In  prior  rounds  of  the  Rural  Health  Care  Transition  Grant  Program,  grantees  have  particioated  in  n,r„i  h-.i* 
and  hospital  consortia,  finding  both  advantages  and  frustration,  in  *ese  membership ^ZT^tsr^t 
pros  and  cons  of  consort*  and  network  participation.  HCFA  i,  collecting  information  about  Vm^Z^S^JZ 
efforts.  (A  consorfum  ,,  defined  as  a  group  of  providers,  typically  hospitals,  that  agree  to  pur.u ^coSve  goa.  such 
as  sharing  equipment  to  reduce  costs.  A  network  is  defined  a,  a  group  of  providers,  typijly  hospitals^  non^ospital 
providers,  that  agree  to  coordinate  patient  services.)  '      M  nonnospitai 


Is  your  hospital  currently  part  of  a  network  or  consortium? 

oi  □  Yes  - 


Please  complete  the  rest  of  the  form. 


□  No  - 


You  do  not  need  to  complete  the  remaining  questions  on  this  form  but 
should  return  it  along  with  the  rest  of  your  monitoring  report. 


If  the  hospital  is  a  member  of  more  than  one  network  or  consortium,  please  complete  this  survey  on  the  basis  of  the 
network  or  consortium  with  which  the  hospital  is  most  involved. 


1. 


Please  list  the  organizations  that  are  members  of  your  consortium  or  network.  Then  fill  in  the  additional 
information  requested.  ouuiuonai 


la.  Network/Consortium  Members 


1b.  Is  the  member  also  a  hospital? 
Mark  "Yes"  or  "No." 


1c.  If  the  member  is  not  e 
hospital,  what  services  does  it 
provide? 


Cliffside  Geriatric  Center  (Examplel 


o.  □  Yes 

o.  □  Yes 

oi  □  Yes 

oi  □  Yes 


01 


□  Yes 


oo  IS  No 
oo  □  No 
oo  □  No 
oo  □  No 
oo  □  No 


Convalescent  Care 


2.       Was  your  hospital  a  founding  member  of  the 
consortium  or  network? 

oi  □  Yes 
oo  □  No 


Do  any  of  the  other  members  of  the 
consortium  or  network  compete  with 
your  hospital  for  patients? 

•  oi  □  Yes 

00  □  No  -  SKIP  TO  Q.4 

►  If  YES,  for  which  services  do  you  compete? 

01  □  Outpatient  services 
oi  □  Inpatient  services 

03  □  Other--S/>ec(/y:  
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4'       On  a  scale  of  1  to  5.  please  indicate  the  importance  of  the  following  activities  to  the  0oals  of  the  consortium" 
network. 


a.  Coordinate  general  provision  of  health  care 
services  (include  sharing  staff  or  specialists) 

b.  Purchase  supplies  jointly  

c.  Recruit  health  care  professionals  

d.  Promote  professional  education  and  development 

e.  Share  administrative  services  (such  as  medical 
records  or  billing)  

f.  Provide  joint  quality  assurance  monitoring  .... 

g.  Share  market  planning  (defining  roles  for 
members)  and  publicity   

h.  Advocate  at  the  state  or  federal  levels   

i.  Provide  access  to  capital  

j.    Provide  joint  credentialing   

k.  Establish  system  for  referrals  

I.    Other  -  Specify:  

i  i 
i  i  


Not 
Important 

At  All 
nl  All 

Somewhat 
Unimportant 

Important 

Somewhat 
Important 

I 

Very 
Important 

01  □ 

02  □ 

03  □ 

04  □ 

05  □ 

Ol  i_l 

02  □ 

03  □ 

04  □ 

05  □ 

Ol  □ 

<B  □ 

03  □ 

04  □ 

rt<  It 

Ol  □ 

02  □ 

03  □ 

04  □ 

05  □ 

Ol  L_J 

_  n 

02  U 

03  □ 

04  □ 

05  □ 

0)  LJ 

02  U 

03  □ 

04  □ 

05  □ 

0.  □ 

02  □ 

03  □ 

04  □ 

m  r~i 

Ol  □ 

02  □ 

03  □ 

04  □ 

05  LJ 

Ol  □ 

02  □ 

03  □ 

04  □ 

05  □ 

01  □ 

02  □ 

03  □ 

04  □ 

05  □ 

01  □ 

02  □ 

03  □ 

04  □ 

05  □ 

01  □ 

02  □ 

03  □ 

04  □ 

05  □ 

Now,  please  indicate  the  importance  of  the  following  activities  to  the  goals  of  your  hospital. 


a.  Coordinate  general  provision  of  health  care 
services  (include  sharing  staff  or  specialists) 

b.  Purchase  supplies  jointly  

c.  Recruit  health  care  professionals  

d.  Promote  professional  education  and 
development  

e.  Share  administrative  services  (such  as 
medical  records  or  billing)   

f.  Provide  joint  quality  assurance  monitoring  .  .  . 

g.  Share  market  planning  (defining  roles  for 
members)  and  publicity   

h.  Advocate  at  the  state  or  federal  levels   

i.  Provide  access  to  capital  

j.    Provide  joint  credentialing   

k.  Establish  system  for  referrals  

I.    Other  -  Specify:  ___  

i  i 
i  i. 


Not 
Important 
At  All 

Somewhat 
Unimportant 

Important 

Somewhat 
Important 

Very 
Important 

01  □ 

02  □  • 

03  □ 

04  □ 

05  □ 

01  □ 

02  □ 

03  □ 

04  □ 

05  □ 

01  □ 

02  □ 

03  □ 

04  □ 

05  □ 

01  □ 

02  □ 

03  □ 

04  □ 

05  □ 

01  □ 

02  □ 

03  □ 

04  □ 

05  □ 

01  □ 

02  □ 

03  □ 

04  □ 

05  □ 

01  □ 

02  □ 

03  □ 

04  □ 

05  □ 

01  □ 

02  □ 

03  □ 

04  □ 

05  □ 

01  □ 

02  □ 

03  □ 

04  □ 

05  □ 

01  □ 

02  □ 

03  □ 

04  □ 

05  □ 

01  □ 

02  □ 

03  □ 

04  □ 

05  □ 

01  □ 

02  □ 

03  □ 

04  □ 

05  □ 
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6.  What  aspects  of  your  hospital  operations  have 
changed  as  a  result  of  participation  in  consortium 
or  network  activities? 

Mark  (X)  all  that  apply. 

01  □  Coordinate  health  care  services  (include 
sharing  staff  or  specialists) 

Please  describe  services  that  have 

changed:  

k  □  Purchase  supplies  jointly 

03  □  Recruit  health  care  professionals 

o«  □  Promote  professional  education  and  development 

oi  □  Share  administrative  services 

Please  describe  services  that  have 

changed:  

o«  □  Provide  joint  quality  assurance  monitoring 

07  □  Share  market  planning  (defining  roles  for 
members)  and  public  relations 

o«  □  Advocate  at  the  state  or  federal  levels 

w  □  Provide  access  to  capital 

10  □  Provide  joint  credentialing 

11  □  Cuba— Specify:  

i  i  i 
i  i  i 

7.  Has  delivery  of  health  care  in  the  service  area  of 
the  consortium  or  network  changed  as  a  result  of 
consortium  or  network  activities? 

Mark  (X)  all  that  apply. 

oi  □  Initiated/expanded  case  management 

cc  □  Initiated/expanded  referral  network 

o?  □  Provided  staff  development  for  area  providers 

0*  □  Provided  scholarships/education  for  area  residents 
to  become  health  care  professionals 

05  □  Recruited  health  care  professionals 

06  □  Shared  administrative  services 

07  □  Conducted  market  planning  or  public  relations 

08  □  Provided  community  education 

o»  □  Other-Specify:  

i  i  i 
i  i  i 

8.  Did  any  of  the  following  factors  inhibit  your 
hospital's  pursuit  of  consortium  or  network 
goals  (as  described  in  Q.4)? 

Mark  (X)  all  that  apply. 

oi  □  Consortium  lacks  concrete  goals  and  objectives. 

k  □  Your  hospital  and  consortium  members  disagree  on 
goals  and  objectives. 

03  □  Other  members  show  lack  of  commitment  to 
consortium  or  network. 

o<  □  Consortium  cannot  act  decisively  because  member 
representatives  lack  authority  to  make  decisions. 

os  □  There  is  lack  of  leadership  or  followup  in 
consortium  or  network. 

06  □  Other-Specify:  


 .  

9.  Did  any  of  the  following  factors  facilitate  your  ^ 
hospital's  pursuit  of  consortium  pr  netwpik;  goals? 

iSS  C<?-0M3 
Mark  (X)  all  that  apply.         I***  "J    ^  Security  Blvd. 

Baltimore,  MD  21244 

oi  □  Concrete  goals  and  objectives 

m  □  Consensus  on  goals  and  objectives  from  members 

03  □  Member  commitment  to  reaching  goals 

«M  □  Authority  for  member  representatives  to  make 
decisions  for  the  member 

os  □  Leadership  or  followup  for  overall  consortium 
or  network 

os  □  Other-Specify:  

i  i 

10.  Please  indicate  which  of  the  following  benefits 
accrued  to  your  hospital  as  a  result  of  your 
participation  in  the  consortium  or  network. 


Mark  "Yes"  or  "No"  on  each  line. 

Yes  No 

a.  Inpatient  utilization  increased.   .  .  oi  □  oo  □ 

b.  Outpatient  utilization  increased.    .  oi  □  oo  □ 

c.  Operating  costs  decreased   0i  □  oo  □ 

d.  Bad  debt  decreased   0i  □  oo  □ 

e.  Staffing  stabilized   0,  □  w  □ 

f.  Quality  improved   0i  □  oo  □ 

g.  Other-S/wrci/y:    0,  □  „  □ 


Please  indicate  which  of  the  following  costs  your 
hospital  incurs  for  participation  in  the  consortium 
or  network. 

Mark  "Yes"  or  "No"  on  each  line. 


Yes  No 

a.  Membership  dues   oi  □  oo  □ 

b.  Staff  time  for  meetings   oi  □  oo  □ 

c.  Staff  time  for  planning   oi  □  oo  □ 

d.  Staff  time  for  activities   oi  □  oo  □ 

e.  Limit  hospital  services  to 
coordinate  services  offered 

by  network  members   oi  □  oo  □ 

f.  Other--S/M>q/y:    0.  □  oo  □ 


125 


CflS  LIBRftKV 


3  fl015  DQDD57t,a  3 


